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L.ditortal Comment 


AS the “certificate” of the public accountants 
passed into oblivion? Is it really headed for in- 
terment? If so, should there not be some suitable 
ceremonies, a dignified service, to mark its passing? 
In the recommendations adopted by the American 
Institute of Accountants on May 9, public account- 
ants were asked, in the interests of uniformity, to use 
the word “report” instead of “certificate” or “report 
and opinion.” If this recommendation is adopted 
generally by the public accounting profession, the 
“certificate” is doomed—an event of no small im- 
portance to the business world, and to accountancy. 
The profession of public accounting was practically 
built on the certificate. What authority it carried! Re- 
gardless of what it contained, it commanded respect 
through a long term of years. Business men stood in 
awe of the certificate. Bankers placed great reliance 
on it. Government officials felt it was the last word 
in assurance of the truth and completeness of the doc- 
ument to which it was attached. At first people used 
to read the ceitificates carefully and digest what they 
said. As the profession began to standardize the word- 
ing, however, the certificates were read less carefully 
than in the early years. The mere fact that they were 
certificates seemed to satisfy everybody concerned. 
Before uniformity in phraseology was established, 
public accountants could and did give free rein to 


their talents and to their imaginations in wording the 
certificates, and some wonderfully interesting docu- 
ments were produced. The age of standardization 
and uniformity, when it came, took much of the live- 
liness and individuality out of certificates, and they 
became somewhat mechanical. At the same time the 
scope of their coverage, and the extent of the real 
assurance which they gave, were lessened. This cur- 
tailment did not seem to mean much to the business 
public generally, but there were many keen business 
executives who came to feel that a fictitious value was 
being placed on the certificates and that too much im- 
portance was being attached to them, in view of their 
real meaning, when analyzed. The impossibility of 
making detailed audits of large business concerns 
helped to bring about this state of affairs. 

Perhaps in time the proposed new form of simple 
report can come to carry the same prestige as the old 
time certificate commanded in its early years. At any 
rate the new form of report probably will appeal to 
business men generally as being nearer the truth and 
a more honest form of document than a certificate 
which may appear to certify to something, but in real- 
ity does not. Thus the “report” instead of the “cer- 
tificate” is a step forward, and is to be commended 
and welcomed, even though the passing of the certifi- 
cate does induce mild forms of nostalgia. 
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Control of Capital Expenditures 


It seems to me that this subject has 
a great deal more importance than usu- 
ally is attached to it. As accountants 
and business executives we quite gen- 
erally act with respect to capital ex- 
penditures somewhat impulsively and 
emotionally. Our research laboratory 
develops a new product. The sales de- 
partment becomes enthusiastic. The 
general management hurriedly decides 
to build a new plant. A substantial 
investment is made without due con- 
sideration of the long-term recovery of 
the money being invested, or of the 
current operating cost conditions cre- 
ated by poor design. This sort of oc- 
currence is not unusual. It is illus- 
trative of the impulsive approach. 

Or, perhaps it is suddenly decided 
that a substantial amount of replace- 
ments are required in connection with 
some process. Probably no provision 
has been made in the budget of opera- 
tions. Business is not good and profits 
are low or non-existent; so the ex- 
penditure is charged against deprecia- 
tion reserves, even though analysis of 
the depreciation rates would reveal 
that they were not designed to provide 
for such an expenditure. This is also 
too common an occurrence, and illus- 
trates an emotional treatment of costs 
related to capital expenditure. 

The control of capital expenditures 


fis important since capital expenditures 


are an allocation by the general man- 
agement of part or all of the capital 
which has been provided by the stock- 
holders. For all practical purposes, 
when the general management makes 
the allocation it enters into a contract 
with the stockholders to accomplish 
two things. First, the management 
agrees to earn a rate of return large 
enough to compensate the stockholders 
for their investment in the enterprise, 
and at the same time to provide for the 
expansion of the enterprise. In the 
second place, the management under- 
takes to recover through the sale of 
products the amount which is allo- 
cated to the capital expenditures, so 
that when the useful life of the facility 
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purchased or constructed has expired, 
funds will be available for reinvest- 
ment or return to the stockholders. 


LONG TERM CONTRACT 


Such a contract should not be lightly 
entered into. Often the term of the 
contract may run forty or fifty years. 
In the case of some types of public 
utilities the term may be even longer. 
I recall that a few years ago a certain 
management allocated several hundred 
thousands for the construction of a 
special purpose building just a few 
blocks from here. This building will 
have a life of more than fifty years. 
Such a period of time makes the de- 
cision of the management an impor- 
tant and serious matter. In this case 
the building is now not being used. 

Control of capital expenditures is 
important for other reasons. The size 
of the expenditure and the manner in 
which it is made very rigidly fix oper- 
ating costs for long periods of time. 
If the expenditure is larger than need 
be, or if it creates a bad operating 
cost situation, the management in- 
creases its difficulties in carrying out 
the contract with the stockholders. Fur- 
thermore, if the expenditure is not 
correctly planned and accounted for, 
current profits or losses may be er- 
roneously stated. If capital expendi- 
tures are charged to current expenses, 
current profits will be shown as less 
than they should be, and a condition 
will be created whereby future profits 
will be overstated. Such a mis-alloca- 
tion may react favorably or unfavor- 
ably on the management and the 
owners. 





HIS paper was presented by | 
| Mr. Eakin before the St. Louis 
Control of THE CONTROLLERS 
INSTITUTE OF AMERICA on April 
| 25. Mr. Eakin is vice-president 

and controller of A. E. Staley | 
| Manufacturing Company, of De- | 
catur, Illinois. 











RATIO OF FIXED ASSETS TO 
Net WorTH 


Several other items might be men- 
tioned to emphasize the importance of 
this subject, but possibly just one more 
will be enough. For the last several 
years the research division of Dun & 
Bradstreet has analyzed several thou- 
sand balance sheets and has calculated 
significant ratios. One of these is the 
ratio of capital or fixed assets to tan- 
gible net worth. I am going to read 
this ratio for some of the more im- 
portant industries. 


Automobile parts 52.02 
Confectionery 56.03 
Foundries 65.33 
Furniture 46.54 
Hardware 57.76 
Industrial machinery 46.35 
Paints and varnishes 42.14 
Paper boxes 63.33 


These ratios reveal that on the 
average, in our manufacturing enter- 
prises more than 50 per cent. of capi- 
tal has been allocated to fixed invest- 
ment, on which profits must be earned, 
and the investment recovered over 
long periods of time. 

I now propose to discuss with you 
three distinct phases of the subject. 
These are, first, accounting routines; 
second, authorization, engineering, and 
construction; and third, protection, 
upkeep, and recovery. 

Accounting routines, as they relate 
to our subject may also be divided into 
three parts. First is the prevention of 
fraud. This particular subject has been 
covered adequately in a number of ac- 
counting texts and articles. Suffice it 
to say here that the accounting system 
should include the proper recording 
of receipts of materials, the checking 
of prices, authorization and computa- 
tion of payrolls, and other classes of 
expenditures which are to be capital- 
ized. I should also include accounting 
for materials after they are received. 
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REPAIRS WHICH DEVELOP INTO 
REPLACEMENTS 


In the second place the accounting 
departments should be notified of all 
expenditures which in any way affect 
the values capitalized. In practice this 
is not as simple as it seems to be in 
theory. In our plant we have a great 
deal of difficulty. Our mechanical de- 
partments often remove motors or 
pumps and replace them with others 
of different sizes and values. Also 
sometimes work is undertaken which 
appears at first to be a simple repair, 
but later develops into an expensive 
replacement. In order to protect our 
accounting we have found it necessary 
not only to use a number of different 
forms and reports, but even to employ 
a plant auditor whose sole duty is per- 
sonally to inspect all major repair jobs 
and to watch costs on all the activities 
of the mechanical departments. This is 
done by examining the job orders is- 
sued and the costs accumulated on 
them, and by making regular plant in- 
spection trips. But even this does not 
guarantee absolute accuracy of account- 
ing with respect to capital expenditure. 

The third aspect of accounting rou- 
tine is concerned with a number of 
miscellaneous items. I think if I ask 
you a number of questions you will 
perceive the nature of these items. 

(1) Shall cash discounts on pur- 
chases of machinery and materials to 
be used in construction be treated as 
financial income or as reduction of 
cost ? 

(2) Shall overhead of mechanical 
departments be capitalized? This is of 
special importance when no substantial 
change in such overhead occurs in con- 
nection with the construction. 

(3) Shall interest and taxes during 
construction be capitalized ? 

(4) Shall excessive costs due to 
construction errors or engineering 
changes be capitalized ? 

These and similar questions should 
be considered carefully. Rules or poli- 
cies should be adopted and rigidly ad- 
hered to. I do not feel that the rules or 
policies of any one particular enter- 
ptise or even of several enterprises 
would or should be applicable to any 
other enterprise. 
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I wish now to spend a few moments 
discussing authorization, engineering, 
and the purchase or construction of fa- 
cilities by capital expenditure. The first 
point of control rests with the Board 
of Directors, or with those to whom 
they have delegated their authority. No 
capital expenditure of any moment, 
and this is especially true of expendi- 
tures for new facilities, should be 
made except upon the authorization of 
the Board of Directors or its agent. 
When the directors are conscious of 
the nature of the contract into which 
they are entering with respect to such 
investment, they will demand that suf- 
ficient information about purpose, 
costs, and returns is furnished from 
which they can make an intelligent de- 
cision. 


BoARD SHOULD HAVE COMPLETE 
EsTIMATES 


The Board of Directors should re- 
quire reports on the contemplated in- 
vestment which are in the form of 
complete estimates as to the nature and 
amount of the expenditure, estimates 
of sales or other income to be expected 
from operation of the new unit, esti- 
mates of operating costs and of net re- 
turns which may be expected during 
the life of the new facilities. Since 
the Board of Directors is making a 
contract with the stockholders it is en- 
tirely reasonable for the board to re- 
quire of the production, sales, and ac- 
counting departments information and 
pledges concerning their proposed per- 
formance. 

After due consideration the Board 
of Directors should by formal resolu- 
tion, authorize or disapprove the ex- 
penditure, and adequate records should 
be kept to record the action taken and 
the reasons therefor. If the expendi- 
ture is authorized, notification in suit- 
able form and sufficient copies should 
be signed by the chairman of the board 
so that the production, purchasing, 
and accounting departments may have 
authority to proceed. 


Goop ENGINEERING AND PLANNING 
NEEDED 


It should be evident that a very large 
amount of the control for capital ex- 
penditures is dependent upon good 
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engineering before construction and 
upon good planning and supervision 
during construction. Engineering prior 
to construction has three distinct as- 
pects: first, physical design and layout ; 
second, estimate of construction costs ; 
and third, estimate of operating costs 
after construction. 

The problems connected with phys- 
ical layout and design are numerous 
and varied. It is not enough for the 
engineer to determine that he requires 
a building of a certain size, and to 
proceed to design a building of this 
size according to traditional procedures. 
In recent years a number of engineers 
have specialized on the problem of 
building design. They have evolved 
new materials and new forms. In fact, 
in a few cases they have been able to 
design the building as an integral part 
of the equipment it houses, and thus 
reduce expense. However it should be 
recognized that such a design results 
in a special purpose building. A great 
deal more should be thought and said 
on this subject of engineering. I have 
just time to indicate the nature of the 
problem, and, I hope, to emphasize its 
importance. 

What I have said about the design 
of buildings is equally and possibly of 
greater importance with respect to 
equipment design. Also, although I 
have spoken largely of new construc- 
tion expenditure, engineering problems 
which are concerned with replacements 
and renewals are even more specialized 
and difficult. 

The engineers are also concerned 
with operations after construction. The 
proper time to plan and design for low 
operating costs is prior to construc- 
tion and not subsequent to it. The en- 
gineers of the standards and related 
departments should carefully consider 
labor, power, and other requirements 
while the expenditure is still in the 
blue print stage, and not wait until op- 
erations have begun to discover that a 
number of changes should be made to 
reduce operating costs. 

I know that what I am recommend- 
ing is difficult. I know that it requires 
much hard work and ingenuity and 
knowledge. But I also know that the 
returns to be realized are very large. 

Careful planning, supervision and 
accounting for expenditures during the 
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period of construction are very vital 
elements of control. We do not have 
time for discussion; however, the nam- 
ing of these directs attention to them. 
I now come to the part of our dis- 
cussion which pertains to protection, 
upkeep, and recovery of capital ex- 
penditure. And here I digress for a 
moment to say that I am using words 
somewhat loosely, especially as to phys- 
ical facilities, bookkeeping entries, and 
accounting. I am doing this deliber- 
ately to conserve time, but it should 
not be confusing if it is kept in mind. 


PROTECTION AND UPKEEP 


Under the caption of protection we 
may consider insurance as of the first 
importance. Capital equipment is ex- 
posed to many risks—fire, storm, riots, 
explosion, earthquakes, and the like. 
Insurance against such risks includes 
more than policies issued by insurance 
companies. Watchmen, housekeeping, 
and other activities reduce and in some 
cases may even eliminate the risk. 

It should also be said in connection 
with insurance that careful study of 
risks, policies, rates, and related mat- 
ters can result in a very substantial re- 
duction of insurance costs in most of 
our business enterprises. 

A second important activity for the 
upkeep and protection of the capital 
investment is maintenance and repair. 
While generally maintenance and re- 
pair costs are charged to current oper- 
ations they are so directly related to 
capital expenditures as to require con- 
sideration. When maintenance and re- 
pair activities are poorly planned and 
executed capital assets may be wasted 
or rendered less efficient than when 
these activities are properly planned. 

Many problems of accounting for 
capital expenditures arise out of the 
maintenance and repair activities. I 
know of no definite rules by which 
one may decide whether the cost of 
certain types of repairs and mainte- 
nance should be capitalized in part or 
in total either by addition to the cost 
of the facility or by charge against the 
reserve for depreciation. Quite often 
repair work may result in a substantial 
lengthening of the useful life of the 
facility, or in increasing the capacity 
thereof. I would suggest a conservative, 


The Controller, August, 1939 


possibly an ultra conservative attitude 
towards capitalization of many of these 
expenditures. 


ACCURATE ACCOUNTING A CONTROL 
TOOL 


Earlier in this paper I listed the 
steps which we have taken in an en- 
deavor to insure reasonably accurate 
distribution of these costs as between 
current operations and capital accounts. 
It should be recognized that accurate 
accounting is in itself a control tool of 
low value, however, it may direct at- 
tention so that other and better tools 
will be used. The establishment of 
policies governing maintenance and re- 
pair and the provision of sufficient en- 
gineering for careful study and plan- 
ning are probably the best tools 
available for control. Furthermore, ‘ap- 
proval by some executive of relatively 
high rank should be required before 
any expenditures are made which are 
to be charged to capital account or to 
reserve for depreciation. Such approval 
also should be required before any’ 
large repair costs are incurred. 

The last phase of this problem of 
control is that of recovery of expendi- 
ture. I said in the beginning of this 
paper that the Board of Directors in 
authorizing the expenditure agrees to 
recover it so that it may be made avail- 
able for re-investment or for return to 
the stockholders. This is an under- 
taking not easily accomplished. The 
accomplishment requires two actions: 
first, that provision be made in the cost 
accounting to include in the cost of 
the product or services sold an amount 
sufficient to recover the investment 
within the useful life of the facility 
provided the sales price can be main- 
tained equal to or above total cost; 
and second, that the moneys recovered 
be properly accounted for and held or 
used for proper re-investment or re- 
turn to the stockholders. 


VARYING CONCEPTS 


Management and accountants in 
their endeavors to accomplish these 
two actions have examined many cases, 
raised numerous questions, developed 
several concepts, and adopted certain 
practices. It will be helpful to briefly 


consider some of these. Among the 
problems and questions which have 
been raised are these: 

(1) How determine the useful life 
of the facility ? 

(2) Shall the useful life of the 
facility be measured in units of time 
or in units of production ? 

(3) What consideration shall be 
given to maintenance, policies, and 
practices in determination of useful 
life ? 

(4) How may obsolescence, either 
partial or complete, be foreseen ? 

(5) If it should be decided to meas- 
ure the useful life in periods of time, 
what consideration shall be given to 
the varying rates of production, both 
as to seasonal variation and as to cycli- 
cal variation ? 

(6) What consideration shall be 
given to the fact that during the early 
life of the facility actual maintenance 
and upkeep costs are usually low, and 
during the later periods of its life they 
are generally high? 

(7) To what extent shall consid- 
eration be given to the fact that facil- 
ities producing a new product may be 
used only to partial capacity over a 
long period of time during which the 
product is being introduced to the pub- 
lic, and at a later period of time be 
used at or near practical operating 
capacity ? 

(8) What provision shall be made 
for adjustment of estimates of the 
useful life to compensate for unfor- 
seen developments which may either 
lengthen the useful life of the facility 
or change its use or make necessary its 
retirement ? 


EXAMPLES 


These several questions are by no 
means idle questions. A few illustra- 
tions drawn from personal experience 
and observation will emphasize the 
practical importance of these questions, 
and further will serve to emphasize the 
very real responsibility of general man- 
agement to fulfill its contract to re- 
cover the investments made in capital 
installations and equipment. 


Case I 

About $500,000 invested in a plant. 
In its first year it operated at 60 per 
cent. of its original capacity. In the sec- 
ond year changes were made and capacity 





sry 


OTR REIN GEE 


errr rare 


—en 


ete eee 








the 
ave 


ife 


the 
me 


nd 
ful 


1eL 


as- 
1e, 


th 
li- 


be 


rly 
ce 


ad 
cy 


d- 
il- 








Fe eR enn an oe ane 


FSET RI ETRN ey eo 





was increased 50 per cent. In that year 
it operated at about 70 per cent. of the 
new capacity, and in the third year it 
operated at about 85 per cent. of the new 
capacity. 


Case II 

About $200,000 invested in special 
equipment having a useful physical life 
of fifteen years. At the end of the third 
year practically all of the equipment 
was removed as obsolete, due to a very 
large increase in demand which made 
the first installation wholly inadequate. 


Case III 

About $250,000 invested in new equip- 
ment having a probable life of twenty 
years. At the end of fifteen years it was 
found that due to technological develop- 
ments and to the high state of mainte- 
nance the equipment probably had an 
additional life of twenty years. Five 
years later the equipment was removed 
from service as further technological ad- 
vances made it impractical to continue 
operations. 


Case IV 

One million dollars invested in a new 
building which was used as intended for 
about five years, and has now stood 
vacant for five years. 


Case V 

A few million dollars were invested in 
a large plant and for two or three years 
was used at capacity, at the end of which 
time changes in foreign and domestic 
trade conditions decreased the use of the 
plant to about 30 per cent. It has been 
operated at this level for more than ten 
years, 


Case VI 

Five million dollars was invested in 
a special plant. At the end of about five 
years it was seen that the trade for which 
the plant was developed would not ma- 
terialize to an extent of 20 per cent. of 
the estimates within any foreseeable time. 


Neither business executives nor ac- 
countants have satisfactorily answered 
any of the questions which I have pre- 
viously asked. Nor have they de- 
veloped a satisfactory answer to the 
problems created in the cases which I 
have named. Incidentally, these cases 
are only a few of the hundreds which 
develop every year. 


Two PoINTs OF VIEW 


I have met executives who contend 
that in the event that a new facility 
is developed which produces a given 
product at a lesser cost than the facili- 
ties in use, the book values of the fa- 
cilities in use should be immediately 
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charged to surplus and the new facility 
purchased and installed. On the other 
hand, I have met accountants who in- 
sist that unless the savings of the new 
facility over the old are sufficient to 
absorb the remaining book cost of the 
old facility within the period of time 
for which the old facility will continue 
to operate, a new facility should not 
be purchased but the old one should 
be retained in use. Between these two 
points of view there are many posi- 
tions. 
CONCLUSION 


The successful control of capital ex- 
penditures requires the coordinated 
and positive action of several groups 
comprised in the business enterprise. 

The general executives must deter- 
mine with reasonable accuracy the 
amount of investment to be made and 
then follow through with the other 
executives so that 





(a) no unnecessary costs will be in- 
curred either in production of the 
facility or in its use; 

(b) the sales price and quantity of 
products or services sold shall be ade- 
quate and sufficient to recover the in- 
vestment within the useful life of the 
facility ; 

(c) the method of accounting prop- 
erly records costs and recovery thereof ; 
and 

(d) the amount recovered be safe- 
guarded so as to be available to re- 
store the facility for return to the own- 
ers, or to invest in other facilities. 


The production executives must 
properly engineer and supervise the 
construction or installation of facili- 
ties. Further, they must so plan that 
a minimum cost result is obtained. 
This involves the adoption of proper 
maintenance policies, adequate control 
of labor, supplies, and other expend- 
itures. Furthermore, the facilities 
should be protected against all risks, 
not the least of which is obsolescence. 
In this respect the production manage- 
ment should ever be alert to develop- 
ment of new processes, new methods, 
new products, and should in so far as 
possible be prepared to modify and 
adapt existing facilities to the new con- 
ditions resulting from technological 
advance. 

The sales executives must establish 


275 


sales prices and maintain sales volumes 
adequate to recover the cost of the 
facilities within the period of their 
useful life. These executives should 
also be actively aware of changes in 
products so that they may keep the 
production executives informed and 
further that they may develop and use 
merchandising policies and methods 
which will assure the maximum use of 
the available facilities. 

The accounting executives must both 
in their methods and in their coopera- 
tion with the other executives provide 
information as to costs and their effect 
upon prices and profits. They should 
further conduct their accounting in 
such a manner as to obtain accurate 
records of all accounting facts per- 
taining to the facilities including their 
cost and the recovery thereof. 

The successful control of capital 
expenditures requires all of the safe- 
guards that are required for successful 
control of operating expenditures and 
in addition thereto requires the con- 
sideration of situations which develop 
over long periods of time that can be 
met successfully only by the adoption 
of equally long term policies modified 
and enforced in the light of changing 
conditions. 


SEC PARTY TO EIGHTY- 
TWO BANKRUPTCY 
PROCEEDINGS 


The Securities and Exchange Com- 
mission has become a party to fourteen 
additional proceedings under Chapter 
X of the Bankruptcy Act, as amended. 
These fourteen proceedings involve 
the reorganization of twenty corpora- 
tions, fourteen principal debtor corpo- 
rations and six subsidiary debtors. 
With the inclusion of these cases the 
commission is now a party in eighty- 
two proceedings under the statute, 
involving the reorganization of ninety- 
seven corporations, eighty-two princi- 
pal debtor corporations and fifteen 
subsidiary debtors. Of the total of 
eighty-two proceedings, the commis- 
sion became a party upon the request 
of the judge in fifty-three cases, while 
in twenty-nine cases the commission be- 
came a party upon the approval by the 
judge of its motion to file a notice of 
appearance. Its motion has been de- 
nied in only one case. 








In a number of recent decisions the 
Securities and Exchange Commission 
has approved the capitalization of “‘rea- 
sonably prospective earnings” as a 
basis for the issuance and sale of se- 
curities, and has pointed out various 
factors to be considered. 

The Commission in its advisory re- 
port on a plan of reorganization for 
The Griess-Pfleger Tanning Company 
under the provisions of Chapter X of 
the Bankruptcy Act (Corporate Reor- 
ganization Release No. 13—June 16, 
1939), approved the principle, saying: 


“Experience has demonstrated that book 
values of assets are often an unreliable 
guide to the value of an enterprise. The 
view generally taken both by modern writ- 
ers in the field of finance and by courts 


is that, for purposes of reorganization, — 
om : 


reasonably prospective earni of the en- 
terprise constitute the true measure of its 
value. As appears below, in this case the 
proposed book value of the enterprise does 
not differ materially from a valuation based 
upon its earning power.” 


Then after reviewing the company’s 
earnings record and the evidence re- 
garding prospective earnings, it said: 


“From the foregoing consideration it 
seems not unreasonable to use the estimated 
figure of average annual earnings ,of 
$150,000 after depreciation as a basis for 
consideration of the future prospects of 
this enterprise. 

“It is well recognized in the tanning in- 
dustry, and was so testified at the hearing, 
that the results of operation are largely 
dependent upon the movement of hide 
prices. The record of hide prices shows 
that they are subject to considerable fluc- 
tuation. Largely as a result of this, not 
only the debtor but other companies in this 
line of business have shown large differ- 
ences in results of operations from year 
to year. In view of the riskful nature of 
the enterprise, capitalization of anticipated 
earnings on a 10% basis would appear to 
be not unreasonable. So capitalized, the 


anticipated earnings of $150,000 would in- 
dicate an aggregate valuation for operating 
properties of $1,500,000. There should be 
added to this figure the amount of $175,- 
000 which appears to be the reasonable 





Value Based on Earnings and Other 
Principles in Recent Decisions 


By G. Kibby Munson 


Member of the Bar of the District of Columbia 


value of the debtor's non-operating assets. 
Accordingly, the total value of the assets 
derived from their prospective earning 
power may reasonably be taken at $1,- 
675,000. 

“This figure does not differ substantially 
from the net figure of $1,765,000 shown 
on the pro-forma balance sheet as the valu- 
ation of the assets available for the present 
security holders of the debtor. There seems 
therefore to be very little basis for a claim 
that the result based upon earnings should 
be departed from.” (Italics supplied.) 


CAPITALIZATION AT Five PER CENT. 
IN ANOTHER CASE 


In contrast with this 10 per cent. 
ratio (ten times earnings), where the 
enterprise was of a riskful nature, the 
Commission in authorizing the ex- 
change of public utility securities be- 
tween the New England Power Asso- 
ciation and New England Gas and 
Electric Association (Holding Com- 
pany Act Release No. 1585—June 16, 
1939), approved a capitalization of 
average net earnings at 5 per cent. 
(twenty times earnings) as the proper 
rate for capitalization. The proceeding 
involved the exchange of some small 
gas and electric companies between the 
two systems, and, because values did 
not equal out, a cash payment to equal- 
ize the exchange of the securities was 
approved based on the capitalization at 
5 per cent. of the average excess net 
earnings for the three years, 1936 to 
1938, inclusive, of the company being 
sold by one party to the transaction, 
over the combined net earnings for 
the same period of the two companies 
being acquired in exchange. 

In approving the sale by Northern 
Indiana Public Service Company of its 
minority holdings of the common cap- 
ital stock of Chicago District Electric 
Generating Corporation to the major- 
ity stockholder the Commission (Hold- 
ing Company Act Release No. 1622— 
July 7, 1939) capitalized net earnings 
at 6 per cent. as a test of reasonable- 
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ness of the selling price. Although 
earnings had been substantial, the sel- 
ler of the stock, being a minority stock- 
holder, could not control the dividend 
policy, and none had been received 
since 1932. 

The capitalization of earnings of 
other enterprises would seem to fall 
somewhere between a 5 per cent. mini- 
mum in the case of an electric or gas 
utility company and a maximum of 10 
per cent. in the case of a tannery, de- 
pending upon relative stability of earn- 
ings, with of course the possibility of 
the ratios exceeding 10 per cent. in 
even more riskful enterprises. 

The capitalization of net earnings 
principle must also have been given 
much weight in the case of Central II- 
linois Electric and Gas Co. (Holding 
Company Act Release No. 1592— 
June 21, 1939), wherein the Commis- 
sion granted exemption under Section 
6(b) of the Public Utility Holding 
Company Act of 1935 from the pro- 
visions of Section 6(a) of that act to 
the issue and sale of $14,750,000 prin- 
cipal amount of first mortgage bonds 
and $3,000,000 principal amount of 
serial debentures. The securities are to 
be issued primarily for refunding pur- 
poses, as the proceeds from their sale 
to the public, except for a small bal- 
ance, are to be used for refunding out- 
standing debt securities totalling $16,- 
655,000, principal amount, and their 
issuance and sale were given prior 
approval by the Illinois Commerce 
Commission. 

Where such prior approval by a 
state commission is had, and the issue 
and sale of such securities are solely 
for the purpose of financing the busi- 
ness of the issuer, a subsidiary of a 
registered holding company, it is very 
doubtful whether the Securities and 
Exchange Commission, under Section 
6(b) of the Act, can make an order 
preventing the issue and sale of such 
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securities, but it is not limited as to 
comments and findings and may attach 
such terms and conditions as it deems 
appropriate in the public interest or 
for the protection of investors or con- 
sumers. 


COMMISSION'S COMMENTS 


Accordingly, the Commission points 
out in its opinion that there was a net 
mark-up in the property account of 
that company on April 30, 1939, of 
$7,228,195, and on that date net out- 
standing long term debt amounted to 
60.2 per cent. of gross fixed property, 
to 70.3 per cent. of net fixed property, 
and to 101.2 per cent. of net fixed 
property less mark-ups. After the re- 
financing has been completed, the net 
outstanding long term debt will amount 
to 64.2 per cent. of gross fixed prop- 
erty, to 74.9 per cent. of net fixed 
property, and to 107.8 per cent. of net 
fixed property less mark-ups, which 
latter percentage will be reduced to 
89.6 per cent. when the $3,000,000 of 
serial debentures have been retired. 
However, the Illinois Commerce Com- 
mission on February 4, 1931 (at about 
which time Central Illinois acquired 
the assets of six affiliates and added 
their property to its own), had author- 
ized the Central Illinois Electric and 
Gas Company to record, as of October 
31, 1930, the aggregate properties at 
a book value of $30,417,585 (net 
book value $27,404,595.57), an ap- 
praisal having showed an estimated 
cost of reproduction new, less depre- 
ciation, of $28,067,267 for the aggre- 
gate properties. 

While the Illinois Commission 
stated that the approval of this entry 
“shall not be construed as a finding of 
value of the properties involved herein 
or of any part thereof in any rate pro- 
ceeding or other proceeding now pend- 
ing or that may hereafter come before 
the Commission,” the Securities and 
Exchange Commission points out that 
the Illinois Commission also found 
that “the reasonable values of the 
properties proposed to be acquired 
* * * for the purposes set forth in 
the application herein, are equal to the 
respective considerations. proposed to 
be paid therefor and the obligations 
proposed to be assumed in connection 
therewith.” 
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THREE CONCURRING OPINIONS 


It is apparently this higher figure 
based upon cost of reproduction less 
depreciation which the Securities and 
Exchange Commission feels that the 
Illinois Commission has indicated as 
approximating a rate base. There are 
three separately written concurring 
opinions by Commissioners Healy, 
Eicher and Frank, respectively, in all 
of which the matter of write-ups is 
discussed, but it is in Commissioner 
Frank’s concurring opinion that the 
effect of the rate base of the Illinois 
Commission upon the propriety of the 
issuance of securities is gone into. 

First, he concludes that the control- 
ling factor in the issuance of new secu- 
rities is a reasonable expectation of 
the future earnings of the issuing com- 


pany, saying: 


“I fully agree that, in considering the 
issuance of new securities, ‘sale or ex- 
change value’ is the proper criterion for 
this Commission. The courts have said 
that sale or exchange value is to be de- 
termined by the reasonably expected future 
earnings of the property; the courts have 
so held in condemnation cases, in cases in- 
volving purchases by municipalities under 
contracts, and in reorganization cases. (See 
cases cited In The Matter of Genessee Val- 
ley Company, Inc., Holding Company Act 
Release No. 981, note 23). Accordingly, 
when we are considering the issuance of 
new securities, the controlling factor is the 
reasonable expectation of the future earn- 
ings of the issuing company.” 


Commissioner Frank then says that 
“it follows, then, that the rate base is 
not the controlling factor in determin- 
ing the propriety of the issuance of 
new securities. The rate base merely 
sets the upper limit to the potential 
future earnings and is pertinent merely 
to that extent.” While assuming that 
a rate base may conceivably be too 
high, he also says that “it is conceiv- 
able that there might be a case where 
the rate base was obviously too low, 
in which event that fact might affect a 
judgment as to the future earnings.” 

His conclusion is: 

“There can be no doubt that there were 
write-ups on the books of the applicant 
and its subsidiaries. Since, however, (1) 
the only proper questions for us are the 
applicant’s reasonably anticipatable earn- 
ings, and since (2) those earnings so far 
as now predictable, are ample adequately 
to cover the fixed charges and, when cap- 
italized at the going rate, yield a figure 
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affording ample coverage to the debts as 
they will be when the new securities are 
issued, there appears (3) to be no further 
occasion to consider the propriety of the 
transactions resulting in the formation of 
this company or the propriety of the entries 
reflecting those transactions.” 


Nort LIMITED BY RATE BASE 


In another recent case involving the 
sale by the trustee for Utilities Power 
& Light Corporation of its holdings 
in common stock of Newport Electric 
Corporation (Holding Company Act 
Release No. 1545), the Commission 
in its opinion released May 23, 1939, 
was not limited by the rate base in de- 
termining a proper price to the public. 

In that case the trustee of Utilities 
Power & Light Corporation proposed 
to sell 59,550 shares of common stock 
of a $20 par value for $27. per share 
to Stone & Webster and Blodget, Inc., 
a total of $1,607,850, and that com- 
pany expects to resell the stock to the 
public at $29.50 a share, or a total of 
$1,756,725. The par or principal 
amount of senior securities of New- 
port Electric Corporation, consisting 
of $1,000,000 of mortgage bonds and 
$1,026,800 par value of preferred 
stock will be $2,026,800, when $300,- 
000 of advances from an affiliated 
company have been repaid through the 
sale by Newport Electric Corporation 
to Stone & Webster and Blodget, Inc., 
of $304,000 principal amount of non- 
callable bonds at 116, for resale to the 
public at 118. Adding to that figure 
the $1,756,725 which the public is to 
pay for the common stock, results in a 
total of $3,783,525. The rate base for 
Newport Electric Corporation was 
fixed by the Rhode Island Commission 
on February 8, 1939, at $3,044,859; 
so that the selling price to the public 
of $1,756,725 for the common stock 
exceeds the rate base by $738,666 after 
first deducting the par and principal 
amount of senior securities. Similarly 
the selling price of the common stock 
to the public exceeds the balance sheet 
fixed assets, including intangibles, by 
$570,220, and the balance sheet fixed 
assets, less intangibles, by $880,220. 


PricE Too HIGH, or Too Low 


Representatives of certain Newport 
organizations contended that the price 
to the public was too high, while 
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parties interested in the estate of Util- 
ities Power & Light Corporation 
argued that the selling price was too 
low. The Commission commented that 
“the price being paid to the debtor 
for the Newport stock is one offered 
by a dealer who often has had oc- 
casion to buy and sell utility securities 
and who may be presumed to be fa- 
miliar with the values of such securi- 
ties,” and went on to say: 


“On a pro forma basis as of December 
31, 1938, the common stock equity in the 
net tangible property per books amounted 
to approximately $575,000* and the equity 
of the common stock based upon the pres- 
ent rate base ($3,044,859) would amount 
to approximately $1,018,059. On_ these 
bases the proposed price of $1,756,725 for 
the common stock appears high but in re- 
lation to the earnings record of the com- 
pany, heretofore mentioned, it appears not 
unreasonable. 

“It is important for prospective investors 
to know that certain Newport organiza- 
tions plan to continue their campaign for 
municipal ownership of the electric prop- 
erty. In the event the electric property is 
acquired by the city of Newport in con- 
demnation proceedings the amount which 
common stockholders will receive for their 
investment may well be less than the $29.50 
initial offering price per share. On the 
basis of the data which appears of record 
in this proceeding, it may be estimated that 
in the event of condemnation of the prop- 
erty and liquidation of the company, the 
proceeds accruing to the common stock, 
on the assumption that the acquisition price 
will be equivalent to book value of prop- 
erty, plant, and equipmentt less retirement 
reserve, would be approximately $11.44 
per share; on the assumption that the 
acquisition price will be equivalent to the 
rate base of $3,044,859 as established by 
the Rhode Island Commission, the proceeds 
accruing to the common stock would be 
approximately $16.70 per share; on the 
assumption that the acquisition price will 
be equivalent to the reproduction cost in- 
stalled as established in the Young Report 
less retirement reserve per books, the pro- 
ceeds accruing to the common stock would 
be approximately $19.54 per share; and on 
the assumption that the acquisition price 
will be equivalent to the depreciated cost 


*No allowance has been given in this com- 
putation for net current assets of approxi- 
mately $75,000 nor have any values been as- 
signed to intangibles ($310,000), abandoned 
Property ($328,177), or discount on preferred 
stock ($102,680). 

_t No allowance being given in this computa- 
tion for $310,000 intangibles, $328,177 abandoned 
property, and $102,680 discount on preferred 
stock. Effect has, however, been given to 


other net assets properly includable in such 
computation which are predicated upon the 
pro forma statements, submitted by Newport 
Electric Corporation, giving effect to the pro- 
posed issuance of additional bonds and com- 
mon stock split-up. 
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installed as established in the Young Re- 
port the proceeds accruing to the common 
stock would be approximately $8.67 per 
share.” 

While the Commission ruled that 
prospective public purchasers should 
be fully informed as to certain portions 
of their findings and opinion, it held 
that on the basis of the company’s 
earnings record the common stock was 
being sold at a fair price. Here we 
have an instance where a fair price was 
considerably in excess of the rate base, 
the company having earned on the 
recently established rate base of $3,- 
044,859 a return of 6.58 per cent. in 
1937 and 6.97 per cent. in 1938 on a 
pro forma basis after giving effect to 
certain reductions in rates and differ- 
ences in taxes, operating expenses, and 
interest. 

It thus appears that while the Com- 
mission in general bases the value of 
securities to be issued or sold upon 
reasonably prospective earnings, there 
is a certain flexibility in its application. 


EFFECT OF CAPITAL LOSSES 
ON SURPLUS 


The accounting treatment of capital 
losses was again the subject of Securi- 
ties and Exchange Commission con- 
sideration in an opinion released June 
1, approving Public Utility Engineer- 
ing and Service Corporation as a sub- 
sidiary service company for companies 
in the Standard Gas and Electric Com- 
pany holding company system, pur- 
suant to Section 13 of the Public Util- 
ity Holding Company Act of 1935 
(Holding Company Act Release No. 
1561—June 1, 1939). 

The service company, which has 
been functioning as a mutual service 
company, is now owned by certain op- 
erating companies within the Standard 
Gas and Electric Company system, but 
its capital stock is to be acquired by 
Standard Gas and Electric Company, 
whereupon it will become a subsidiary 
service company wholly owned by 
the parent company of the system and 
authorized to render various super- 
visory and consulting services at cost. 

It now has investments in the secu- 
rities of two subsidiaries which it pro- 
poses to dispose of, one by means of a 
liquidating dividend to its parent, and 
the other by a sale. The service com- 





pany invested $250,000 in the pre- 
ferred and common stocks of one of 
its subsidiaries, Pettengill, Incorpo- 
rated, a consultant in matters pertain- 
ing to printing, paper requirements, 
and the like, which is now being oper- 


ated at a loss. The service company 
proposes to exchange its preferred 
stock holdings of Pettengill, Incorpo- 
rated, for certain property in Chicago, 
including land, a building, furniture 
and fixtures, valued on the books of 
Pettengill, Incorporated at $77,395, 
and to sell the common stock to the 
president of Pettengill, Incorporated, 
for a five-year note in the face 
amount of $25,000. The result will 
be a book loss of $147,605, if the 
building and promissory note are con- 
sidered at their book or face value. 


COMMISSION’S RULING 


The Commission states in its opinion 
that $42,665 of the loss will be 
charged against the service company’s 
“Other Reserve,” closing out that ac- 
count, and the remaining $104,940 of 
the loss will be charged against capital 
surplus. The property to be acquired 
is to be disposed of as soon as pos- 
sible and “if any loss results from 
subsequent disposition of the real 
property or promissory note * * * * 
such loss will be charged against capi- 
tal surplus.” 

In this case the Securities and Ex- 
change Commission permits the charg- 
ing of a realized loss from the sale of 
investments direct to capital surplus, 
while in the United Corporation case 
(Holding Company Act Release No. 
1467—March 15, 1939), discussed in 
the April issue of THE CONTROLLER, 
the Commission required that unreal- 
ized losses representing writedowns 
to current market values of the securi- 
ties held must first be charged to 
earned surplus, thereby creating a 
deficit in earned surplus, which deficit 
could then be transferred to capital 
surplus. 

While it is true that the service com- 
pany in the Standard Gas and Electric 
Company group is to render services 
at cost and is to have no earnings or 
losses, the effect of charging actual 
losses upon the sale of investments 
direct to capital surplus would appear 

(Article completed on following page) 
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Relations Between Controllers and 
Public Accountants to Be Reviewed 


Subject Set Down for Discussion in Symposium as Part of 
Program of Controllers’ Annual Meeting in October 


For many years there have been in- 
formal discussions concerning what 
should constitute ideal relations be- 
tween controllers and public account- 
ants. No discussion of these problems 
ever has been included in the programs 
of the annual meetings of controllers 
conducted by The Controllers Institute 
of America. 

During the past eight months, how- 
ever, there has been much public: dis- 
cussion of these matters, and a most 
important development has _ taken 
place, the public accounting profession 
proposing a new and enlarged audit- 
ing program to which it asks business 
concerns generally to accede. 

In view of this most important de- 
velopment controllers have now come 
to the conclusion that the whole sub- 
ject of cooperation between controllers 
and public accountants should be 
placed on the program of the annual 
meeting, for discussion from as many 
points of view as can be encompassed 
in one afternoon session of approxi- 
mately three hours; and the committee 
in charge of the Eighth Annual Meet- 
ing of The Controllers Institute of 
America has taken that action. 

“Cooperation Between Controllers 
and Public Accountants’ has been 
placed on the program for Tuesday 
afternoon, October 10, at the Waldorf- 
Astoria Hotel, New York City, in the 
form of a symposium, which will be 
presented by four speakers, represent- 
ing management, controllership, pub- 
lic accountancy, and government. 

Management’s point of view will be 
presented by the president of a well- 
known company, whose name can not 
be announced at this time. 

The controllership point of view 
will be presented by Mr. Henry C. 
Perry, of the Heywood-Wakefield 
Company, a former president of The 
Controllers Institute of America. 

The public accountant’s point of 


view will be presented by Mr. Victor 
H. Stempf, a partner of Touche, 
Niven & Company, also a member of 
the committee of the American Insti- 
tute of Accountants which prepared 
the resolution calling for an enlarged 
audit procedure. 

This session, the committee believes, 
will be one of the most interesting and 
important ever presented by The In- 
stitute, and it is expected that it will 
produce some thoughts and conclu- 
sions that will have an important bear- 
ing on controllership and public ac- 
countancy. It is expected that the session 
will be largely attended. 

Plans for the other sessions of the 
Annual Meeting are materializing 
rapidly. The committee is leaving 
nothing undone which will add to the 
value and interest of the program. 

It is asked that members set aside 
the dates now—October 9 and 10. 


Value Based on Earnings 

(Continued from page 278) 
to prevent such losses from having any 
effect upon earnings or earned surplus 
of the parent company, alone or on a 
consolidated basis. The decision is an- 
other indication that the application of 
accounting principles to particular situ- 
ations depends upon facts and circum- 
stances in each case. 


TREATMENT OF UNDEPRECIATED 
Cost OF DEMOLISHED BUILDING 


In a recent case involving income 
taxes, the United States Circuit Court 
of Appeals, First Circuit, in Provi- 
dence Journal Company v. Broderick, 
decided June 13, 1939, passed upon 
the question of whether undepreciated 
cost of buildings demolished to make 
way for a new structure can be taken 
as a deductible loss or must be capi- 
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talized. Certain land improved by 
buildings had been purchased to pro- 
vide room for future expansion, part 
of the purchase price being applicable 
to the buildings. The buildings were 
rented at the time, the leases having 
approximately eight and one-half years 
to run, but the purchasing company in 
resolutions approving the purchase by 
its officers had indicated an intention 
to demolish the buildings and erect a 
new structure upon the expiration of 
the leases, and that intention was borne 
out by other written evidence. Posses- 
sion was obtained and demolition was 
begun sooner than anticipated, how- 
ever, because of lease cancellations. 

The court held that the intention at 
the time of purchase governed and 
that the undepreciated cost of the 
buildings at the time of demolition 
must be added to the capital invest- 
ment in the land, citing similar deci- 
sions of the Circuit Courts of Appeals 
of the Third and Seventh Circuits. 
The inference from this is that had the 
purchasing company intended to use 
the buildings which they acquired and 
had later on changed its mind, demol- 
ishing them to make way for a new 
structure, the undepreciated cost at the 
time of demolition would not have 
been added to capital investment but 
would have been taken as a deductible 
loss. Similarly it would seem that for 
corporate accounting purposes, inten- 
tion at the time of purchase would de- 
termine whether demolition of the 
buildings would result in a charge to 
earned surplus or a capitalization of 
the remaining undepreciated building 
cost. However, should the building 
cost represent a large proportion of 
the total, its capitalization upon dem- 
olition as part of the cost of the land 
might result in the setting up of a 
land value that would be greater than 
a bonded indebtedness which such 
land would support. 











When I suggested this topic for 
my remarks this morning, I had some 
little hesitation because I propose to 
digress somewhat beyond the range of 
formal accounting and yet cover cer- 
tain phases of the analysis of income 
that form a very challenging national 
problem. 

Without being an expert in the field, 
I would say that the science and prac- 
tice of accounting is concerned pri- 
marily in ascertaining income; that is, 
making a proper disposition of reve- 
nues according to direct costs and ac- 
cording to those elements of overhead, 
capital allowance and probable capital 
requirements that may fairly be arrived 
at by careful computation and careful 
estimating. The accountant is deal- 
ing practically all the time with money 
returns. In dealing with surplus and 
reserves he is dealing with money. 
But it so happens that the value of 
money frequently and suddenly changes, 
and especially so today, according to 
political dictation. This raises numer- 
ous difficult problems. 

We have a problem that has been 
coming along for some time in the 
discussion of which various students, 
some of them theoretical, are going 
beyond the money returns of income 
and are trying to arrive at ratios of 
income to costs or “purchasing power.” 
Much of this is in terms of index num- 
bers which involve comparisons over 
periods of time. Long-term compari- 
sons have been made of this sort as 
between one group and another. In- 
dex numbers of “income parity’ al- 
ways involve a parity base at which 
the calculation of ratios is started and 
this affords opportunity for consider- 
able arbitrary judgment. Another phase 
of the subject is the exploitation of 
short-cuts in the absence of actual 
data. These short-cuts are the many 
varieties of price parities. 


CAN BE EXPLOITED POLITICALLY 
The use of price relationships and 


price and cost index numbers gives 
results which can be exploited politi- 


Price Parities as a Gauge 


By Norman J. Silberling 


cally with considerable effectiveness by 


alleging to show the relative welfare 
of certain groups, or perhaps an un- 
fortunate or fortunate relative position 
of some industrial group as the result 
of differentials between income prices 
and outgo prices. This is a phase of 
accounting which you may not have 
occasion to deal with professionally, 
but it has important bearings on ac- 
counting principles. 

‘Parity payments,” as you know, are 
being made to agriculture. What is 
the meaning of these parity payments 
and what is their significance? Does 
the practice have economic sanction ? 
Or is it simply a convenient method 
of public exploitation? Few public 
questions are more important at this 
time for the taxpayers. 

Let us go back to some fundamental 
considerations of what lies beyond 
these price parity calculations. It hap- 
pens that the price parity method of 
stating or expressing relative welfare 
or earnings position of various groups 
has been most actively propagated by 
the Department of Agriculture. 

The problem of income of farmers 
is a peculiar one. Farmers as a rule 
experience income changes largely as 
the result of changes in prices. This 
is interesting and important. Take al- 
most any farm crop and measure it 
from year to year and you will find 
that the gross income, so far as we can 
measure it directly by taking produc- 
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tion times prices, is practically the 
same in pattern as the changes in 
prices. 


Gross INCOME KEEPS PACE 
WITH PRICES 


We are accustomed to consider that 
industrial earnings change mainly with 
the volume. But in agriculture dollar 
income fluctuates almost dollar for 
dollar with changes in average prices. 
As prices go, so goes gross income. 
The demand for farm products is 
highly inelastic. Furthermore, as the 
demand for the farm products shifts 
from year to year as a result of chang- 
ing exports, and the like, this tend- 
ency is further reenforced. That being 
the case, it is very convenient, unfortu- 
nately, for those who are representing 
the agricultural industry to conceive 
of the prices received by farmers for 
their crops as equivalent to indices of 
earnings. That is the basis of the com- 
putation of prices received as against 
prices paid, or price parity. 

Apparently we are getting back to 
the Middle Ages, when there was a 
widely held concept of a ‘just’ price 
—a price which was in parity with 
outgo. Prices in Europe were very 
rigidly maintained and controlled by 
local authorities to keep them “fair.” 
We are getting back now to essentially 
the same conception. 

“Fair exchange value” of the farm- 
er’s product is a frequent newspaper 
topic and a phrase now embodied in 
federal laws. The late Dr. G. F. War- 
ren, gold devaluation expert, not only 
gave us the rubber dollar, but also did 
much to exploit price parity. In his 
many lectures about the country he was 
constantly emphasizing the ‘‘purchas- 
ing power” of farm prices. He worked 
out voluminous statistics and these ac- 
tually became the basis of our present 
fifty-nine cent dollar. A few years 
ago, when the national emergency 
came, Dr. Warren was the man who 
had a convenient answer. Prices were 
seriously down in terms of the things 
farmers bought. Warren said: “If we 
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cut down the value of the money, it 
will improve the prices.’” He is the 
one who really put over the purchas- 
ing-power parity idea, and it was fur- 
ther promoted by sympathetic students 
of the subject in the Department of 
Agriculture. 


DECLARATION OF POLICY 


The following is a declaration of 
policy from the Agricultural Adjust- 
ment Act of May 12, 1933, Section 2: 


“It is hereby declared to be the policy 
of Congress—(1) To establish and main- 
tain such balance between the production 
and consumption of agricultural commodi- 
ties, and such marketing conditions there- 
fore, as will reestablish prices to farmers 
at a level that will give agricultural com- 
modities a purchasing power with respect 
to articles that farmers buy, equivalent 
to the purchasing power of agricultural 
commodities in the base period. The base 
period in the case of all agricultural com- 
modities except tobacco shall be the pre- 
war period, August 1909-July 1914.” 

Various crops were included in the 
controls of the original AAA, and the 
arrangement was to apply processing 
taxes levied upon the first processing 
operation in order to obtain funds to 
control key agricultural acreage. The 
funds were used to give the farmers a 
subsidy to improve their price parity. 
For example, if wheat averaged 90 
cents a bushel during 1910-14 (in par- 
ity with costs), and then the cost of 
things purchased advanced from 100 
to 150, the parity price of wheat would 
have to be increased 50 per cent. to 
$1.35, at which price wheat, as a 
commodity, could “buy” the same 
amount of other goods as it could 
during the base period. The parity 
ratio would then be the relation of 
the actual price (perhaps 50 cents) to 
$1.35. 

Recent legislation has continued the 
price parity concept in several impor- 
tant ways which involve considerable 
money. When new farm legislation 
came along in 1936, after the Supreme 
Court had ruled out the processing tax 
arrangement, the basic feature was em- 
bodied in soil conservation provisions. 
There was provision, however, even in 
this act for crop control subsidies and 
the price parity idea was made the 
basis of the crop loans which the gov- 
ernment now makes to certain key crop 
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farmers. They get loans on an arbi- 
trary fraction of the parity ratio. 

We are in the parity business, pos- 
sibly for good. Let us analyze a few 
of the ideas lying behind this concep- 
tion. 

First, there is the rather arbitrary 
selection of a prewar “base” period. 
If we took 1926 or 1900 instead of the 
prewar base, we would get different 
results. I personally believe that the 
parity base is at least 10 per cent. too 
high. Starting from a parity base 
which is 10 per cent. too high results 
in a greater than actual discrepancy 
between prices received and paid by 
farmers. 


BENEFITS TO THE INEFFICIENT 


Furthermore, if you trace this down 
to particular farmers, you will find 
that in many cases the very efficient 
farmer, who is working on a basis of 
mechanization and good farming tech- 
nique throughout, seems to be able to 
obtain considerable flexibility in per- 
acre yield, so that if he wants to do 
it, he can increase his money income 
measurably. Over periods of time 
under the price subsidy arrangements 
now in vogue, we are going to have 
to pay benefits to the inefficient. In 
other words, we shall keep the mar- 
ginal farmer in business at the expense 
of the taxpayer and the consumer. We 
are also going to give the infra-mar- 
ginal farmers in some cases an increas- 
ing and unnecessary amount of spread. 

Now, let us go into the other side 
of the relationship—the “prices paid” 
by farmers. Index numbers of the 
prices paid have been worked out by 
the Bureau of Agricultural Economics 
in Washington. These indices of 
prices paid contain numerous defects. 
The more we look at them, the more 
dubious they seem to be if they intend 
to reflect changes in actual outgo costs. 

Curiously enough, the official figures 
used relate to prices paid by farmers 
in two different capacities—the farmer 
as a business man, and the farmer as a 
householder. There is a combination 
by arbitrary weights of these two index 
numbers of prices paid, but they do 
not include wages, taxes, or overhead. 
They use merely commodity figures. 
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ARE WEIGHTS ACCURATE? 


These figures are peculiar in other 
respects also. No allowance is made 
for the familiar fact that in times of 
low prices many farmers grow more of 
their own family food requirements, so 
food costs may actually be lower. We 
find that these index numbers are 
weighted according to a survey that 
was made ten years ago on a sampling 
basis. They set up, say, 25 per cent. 
for food, so much for automobiles, 
and so on. We really do not know 
whether these weights are accurate or 
sufficiently flexible to allow for changes 
in consuming habits. 

The most dubious feature of these 
index numbers so tar as the expense 
items are concerned lies in the fact 
that you can not legitimately take year 
after year the prices charged by manu- 
facturers, dealers, or mail order houses 
for items of equipment without con- 
sidering that the equipment is very 
different in character and efficiency 
from what it was even five or ten 
years ago. The Department of Agri- 
culture is recognizing this and is re- 
vising its figures, but it may take a 
considerable period to revise these 
figures accurately. Implements do cost 
“more” now, but they are unques- 
tionably much more efficient. These 
figures of the prices paid for equip- 
ment according to certain weights and 
certain preconceived ideas are, there- 
fore, probably very inaccurate. This is 
true of things bought not only for 
production but also for the farm 
household. What is the sense of fig- 
uring year to year changes in prices 
paid for automobiles, tractors, and the 
like, in relation to prices received for 
crops, when such costs must be dis- 
tributed over a period of years? 

The statisticians who worked up 
these figures are honest and compe- 
tent, but the results are still very in- 
accurate. When we take these figures 
as they appear, we find them applied 
without change to various crops and 
sections of the country—the same cost 
index applied to wheat in Montana, 
cotton in the south, and hogs in Iowa. 
But surely all farmers do not experi- 
ence the same changes in cost prices; 
therefore, there is a geographical error 
here. 
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We can conclude then: 


CHANGES IN Cost Not MEASURED 
ACCURATELY 


That price indices do not measure 
accurately over a period of time the 
general changes in cost as they are 
actually made in dollars, and they do 
not show the range of costs as between 
the efficient farmers and the inefficient 
farmers. The ratio between changes 
in these sets of prices certainly does not 
measure changes in farm income as 
compared with prices in non-farm in- 
come. Non-farm income has no defi- 
nite relationship to the prices paid by 
the farmers to the cities for equipment. 
To say that the farmer is either up or 
down on this basis, as compared with 
the urban population, is to draw a 
wholly unintelligent conclusion. 

Income in the cities varies mainly 
with the volume of employment and 
not much with prices. If we try to 
set parity at a certain fixed point for 
the farmer, we may be doing the city 
man an injustice because we tax the 
city man to give the farmer a subsidy 
to bring his parity up, and thus we 
may be taxing the city man when his 
income is down even farther than the 
farmer’s income. Too often we accept 
these figures as official without looking 
below the surface. 


DEPARTMENT PRESSES FOR PARITY 
PAYMENTS 


At present we have in the legisla- 
tion (including the Farm Act of 1938) 
provision for parity payments, if Con- 
gress appropriates the money, and also 
provision for loans which the Depart- 
ment of Agriculture to its credit at- 
tempts to use sparingly. The loans 
which the farmer receives on certain 
crops are also based on certain price 
parity ratios. At the time of maturity 
of the loan he can give up the crop or 
pay the loan and get the collateral back. 
Therefore, if the price of the crop is 
higher than when he made the loan, 
he will withdraw the crop and sell it 
on the market and get his profit. On 
the other hand, if the price is lower, 
the government gets title to the prod- 
uct stored. The Government as a re- 
sult now holds millions of bales of 
surplus cotton. 

Congress is going to appropriate 
more than two hundred million dol- 
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lars for 1939 parity payments alone. 
If any business man is objecting to 
high taxes, he should demand to know 
what is the basis for such legislation. 
The figures should be scrutinized more 
carefully. The Department of Agri- 
culture does not like the loans any too 
well and they are pressing for the 
parity payments as against the loans. 
Every time they get a chance, they try 
to encourage the farmer to accept the 
parity payment to keep him out of the 
loan, so that the parity idea may yet 
progress a long way. 

The following is from a recent 
newspaper clipping: 

“STONEVILLE, MISS. May 9, 1939— 
The Delta Council, purporting to repre- 
sent 700,000 cotton growers, yesterday 
asked President Roosevelt, Secretary of 
Agriculture Wallace and Congress to aban- 
don the proposed export subsidy plan. It 
condemned the plan as ‘unwise, uneconomic 
and unjust.’ 

“The Council asked that a supplemental 
cotton price adjustment payment be made 
to the cotton producer in a sum that will 
‘bring the return to the cotton producer 
to a level with the return guaranteed the 
corn producer’—between 90 per cent. and 
95 per cent. of parity—under the agricul- 
tural adjustment program.” 


If we go into this thing perma- 
nently, we are in for subsidies not only 
in agriculture, but possibly in other 
fields also. The danger lies in the 
spread of the parity idea; also in the 
fact that parity payments in the last 
analysis result in tremendous and un- 
fair differentials. I have a picture in 
my mind that roughly depicts a char- 
acteristic schedule of producing costs. 
If you started with the lowest farm 
cost of a given product and arranged 
them in order of magnitude, you would 
find a tremendous range from lowest 
to highest. There are poor wheat grow- 
ers in favored sections and good grow- 
ers in poor sections. Why should not 
the efficient, lower cost growers be 
given a chance to expand their pro- 
duction so that the city consumer can 
derive the benefit of cheaper food 
produced by solvent producers ? 


REAL OBJECTIVE OF TNEC Is To 
PouND DowN INDUSTRIAL PRICES 


There are, incidentally, a number of 
other applications of the parity idea. 
Let us take for example the Temporary 


National Economic Committee, now 
holding hearings in Washington. Its 
real objective is to pound down indus- 
trial prices. Those prices are sup- 
posed to be rigid and inflexible, while 
the farmer sells in a highly fluctuating 
market. The emphasis coming out of 
recent hearings is that building ma- 
terial prices are altogether out of line; 
steel prices are being boosted out of 
line, and so on. Some prices are too 
flexible and others not flexible enough. 
They imply very clearly that we have 
to loosen up prices where they do not 
change. 

Is it true that these prices are unduly 
rigid? If one applies the price parity 
concept rigorously and implies that the 
farmer is paying unreasonable prices 
for his automobile and his tractor, one 
may have the effect of disturbing price 
relationships in the highly organized 
industrial field where business men 
have made a good attempt at stability. 
Mr. Alfred P. Sloan remarked a few 
days ago that after all prices do not 
mean much so far as motor cars are 
concerned. The aim is not to juggle 
prices but to put out better and better 
cars at a fair price. This is true of most 
of our manufacturing. 

You have noticed in the newspapers 
that the Department of Agriculture 
now issues data on “‘price spreads.” 
They show that the farmer gets only 
10 per cent. of the retail price of 
bread, 8 per cent. of wheat cereals, 
and so on. The farmer's part of this 
retail price of foods is averaged at 
45 per cent. This is over-simplifying 
the matter because the consumer pays 
the price of these ultimate basic com- 
modities plus many services such as re- 
tailing, wholesaling, inspection fees, 
and the like. Price parity in this spe- 
cial sense can be quite misleading, and 
it is again a form of statistics capable 
of political exploitation. 

There are other instances of essen- 
tially this price parity notion. At pres- 
ent the wage-price parity is a large 
factor in wage arbitration and negotia- 
tion. The employer shows that wage 
rates from a certain point have gone 
so and so. The union shows a differ- 
ent exhibit, with a different base, per- 
mitting quite different conclusions. The 
cost-of-living figures which are used in 
such comparisons are all more or less 
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inaccurate, as compared with prices ac- 
tually paid. In the relationship be- 
tween wage changes and the cost of 
living changes, we very frequently find 
important omissions and weird as- 
sumptions. Cost of living, after all, 
has a meaning only in relation to in- 
come and not to hourly or weekly wage 
rates. 


PricE Pariry APPLIED TO WAGES 


There is a tendency to press for this 
same parity idea constantly. When cost 
of living indices rise, there is a fairly 
accepted tendency to press for wage 
increases; but when the cost of living 
declines, union labor will seldom ac- 
cept a cut. Hence the more changes 
we have in the cost of living, the 
steeper is the trend of wage rates. I 
have traced union wage rates of certain 
industrial groups from prewar days up 
to 1937, and I have found that if you 
had taken the wage as it prevailed be- 
fore the war and had raised it every 
time cost of living went up and kept 
that wage rate constant when cost of 
living went down, it would have re- 
sulted exactly in the 1937 rate of pay. 

Let us conclude with one more ex- 
ample. The price parity idea is today 
implied in many policies in Washing- 
ton. Low interest rates are constantly 
referred to as highly desirable in rela- 
tion to prices. The Treasury is trying 
to drive interest rates as close to zero 
as it can. But if we remember the 
principles of capitalization, the lower 
the interest rate, the higher the cost 
trend of durable property, which in 
some cases at least will neutralize cheap 
loans. What about amortization of 
loans? If interest rates fall amortiza- 
tion may still be difficult, if general 
government policies impede earning 
power. Finally, what is the real basis 
for low interest rates? It is idle capital 
and political manipulation of gold. 

Price parity philosophy, then, is be- 
ing widely used to derive synthetic 
income comparisons. What can we do 
about it? 


SPREAD ACCOUNTING INTO DARK 
CORNERS 


With the farmer, the most helpful 
thing that we could do is to get him 
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to keep books—spread accounting into 
the dark corners. Very few farmers 
pay income taxes because they do not 
know what their income is. 

The Department of Agriculture has 
made few studies to show what it ac- 
tually costs to grow wheat in this coun- 
try. What we need is some arrange- 
ment to make it obligatory for every 
farmer to keep books if he receives 
bounties or benefits. This practical de- 
vice would give us, incidentally, accu- 
rate figures from which to calculate 
a rational and safe cost basis for 
achieving farm efficiency, rather than 
subsidizing inefficiency. 

The program should further be to 
open up industry and enterprise, open 
up financing, as long as it is honest. 
Take off many unnecessary shackles 
hampering urban purchasing power 
and production. If that could be done, 
we could get off the farms many of 
those people who cling there due to 
artificial subsidies. The sooner we can 
change that situation, the better. Per- 
haps freight rates should also be 
changed, especially in the south, to 
assist in diversifying industry and re- 
lieving surplus crop acreage. 

A further suggestion toward sounder 
policy is to make more research facili- 
ties available to those who can use 
them impartially and without injecting 
group passions or political bias. Too 
much of our national statistical re- 
search is vitiated by being utilized for 
purposes of political promotion. To 
counteract such tendencies, more facili- 
ties for university and business re- 
search are needed, and their develop- 
ment is a present challenge to modern 
business management and leadership. 


Old-Age Insurance Claims Amount to 
$20,230,531 

The Social Security Board an- 
nounced the certification in June of 
18,235 claims for old-age insurance 
benefits, amounting to $1,517,835.21. 
The average payment was $83.24. 

The total number of certified claims 
since the old-age insurance system was 
established is 381,675, amounting to 
$20,230,531. All claims now being 
paid are for lump sums filed by wage 
earners who have reached the age of 
65, or by the heirs of those who have 
died. 
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TRAINING YOUNG MEN 

TO EARN LIVELIHOODS 

Mr. B. C. Forbes, in an editorial 
in the San Francisco Examiner of April 
23, asked questions concerning the 
type of courses offered to students in 
universities and high schools, saying 
In part: 

“As a member of the board of edu- 
cation of my home city, and as the 
father of five growing sons, I naturally 
am keenly interested in the training 
our schools and colleges are giving 
youths to fit them to face the struggle 
to find a niche, earn a living and ren- 
der useful service to the world. 

“The feeling forces itself upon me 
that our institutions of higher learn- 
ing shape their course, their classes, 
their curricula on the assumption that 
it is their duty to fit young men to 
enter the professions. Until compara- 
tively recent times, most of them did. 

“Fifty years ago,’ observes Roy S. 
Durstine, successful advertising execu- 
tive, ‘less than twenty per cent. of col- 
lege graduates went into business. 
Twenty-five years ago it was one out 
of three. Today less than twenty per 
cent. do not go into business. And yet, 
with a few striking exceptions, the 
educators of the country are still laying 
out courses of learning as if most grad- 
uates still intended to be ministers, 
doctors, lawyers, or teachers. The re- 
sult is... . that business has to 
train its own recruits since they come 
to it without anything that might be 
called intelligent preparations.’ 

“Is it that nearly all our grade 
schools, high schools and non-tech- 
nical colleges have failed to get into 
step with the demands of the stern, 
work-a-day world of today, in which 
breadwinning has become a more acute 
problem than ever before? Is it that 
pupils well up in their teens, as well 
as the majority of college students, are 
indoctrinated with too much theory, 
too much ‘education’ not employable 
as a keen-edged tool in carving out a 
place in the world into which they are 
turned loose?” 

The question raised is of interest to 
the Committee on Education, of The 
Controllers Institute of America, and 
to other controllers who are faced with 
the problem of assisting in the train- 
ing of coming controllers. 








Controller Has Share of Responsibility 
For Fair Industrial Relations 


It is doubtful whether any genera- 
tion has given as serious thought to the 
full implication of the term “Indus- 
trial Relations” as the present genera- 
tion. A great deal of attention to in- 
dustrial relations has come from the 
new social order. Labor policies under 
the present administration, the Wag- 
ner Labor Act, the National Labor 
Relations Board, the C.I.O., the Amer- 
ican Federation of Labor, the New 
Deal and a few others stand charged 
with a great many shortcomings in 
projected industrial relations and, to 
some extent, justly so. 

A controller may not be specifically 
charged with responsibility for ade- 
quate and fair industrial relations; 
however, if the controller measures up 
to the full terms of his job, he must be 
anxious to aid his entire organization, 
which embraces features of economy 
of operation arising out of sound in- 
dustrial relations. 

Several years ago business men as- 
sumed an attitude of resentment, of 
concern, of dissatisfaction with the 
new order of things. We even went 
so far as to accuse some fine statesmen 
of leaning toward dictatorship and dis- 
crediting liberty. I believe, however, 
that more recently we have come to 
realize a change is taking place and 
our governmental bodies and labor or- 
ganizations can claim at least some 
credit for bringing about a major 
change in the minds of business men 
and industrialists on the subject of in- 
dustrial relations. 

Some of this change in thinking has 
been under compulsion and as a mat- 
ter of self defense. However, per- 
sonnel has now reached a place of im- 
portance equal to the heretofore em- 
phasized phases of business activity— 
production, sales, advertising and 
equipment—which is a good thing. 


ALL STRIVE FOR BETTER THINGS 


Workers normally have ambitions. 
It makes no difference whether they 


By Edward V. Mills 


be in the crafts and sciences, mechanics 
or artisans, white collar workers or 
laborers, they have ambitions to ad- 
vance their standard of living, and 
rightly so. 

The tremendous power of advertis- 
ing has created highly competitive 
domestic standards. What neighbor 
wants an old crystal set radio or a 
Model T Ford? Advertising has made 
everyone want the new model washing 
machine, refrigerator, mixing machine, 
furnace, and so on. 

If we are willing to concede this we 
must then conscientiously think about 
the establishment of means and meth- 
ods to guarantee correct industrial re- 
lations and consequently good living 
standards. This calls for a lot of work, 
study, research, sacrifice of time and 
even money. 

I like the expression used recently 
by Alexander Heron when he pre- 
ferred to refer to ‘‘collective planning” 
rather than “‘collective bargaining” 
with employees. This is precisely the 
attitude we have taken in our organi- 
zation. 





PEAKING before the Pacific | 
Coast Conference at San Fran- 
cisco on May 20, Mr. Epwarp V. 
| MILLs, controller of the Firemen’s 
| Fund Insurance Company, made 
| Some interesting and constructive | 
| observations on “Industrial Rela- 
tions.”” MR. MILLS ¢s a vice-presi- 
dent of THE CONTROLLERS INSTI- 
TUTE OF AMERICA, and a member 
of its national Board of Directors. 
The point was made by Mr. 
MILLs that a controller has a val- 
| uable contribution to make to the 
| councils of any company on the 
_ subject of industrial relations, and 
| must shoulder a share of the re- 
Sponsibility for setting up a work- 
able program. 


—THE EpiTor. 
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My company’s employees are organ- 
ized, outside of union labor it is true, 
but we have planned with them, the 
most recent planning being that of the 
cooperative use of bulletin boards. I 
dare say that in most of the businesses 
of you gentlemen the bulletin board 
is put up under compulsion of the 
union labor contract, and even limited 
to use by union labor members only. 
How about that other large number of 
persons who perhaps have a point of 
view? How about thinking of some 
cooperative industrial relations for 
those you could benefit through the 
adoption of proper classification of 
jobs, adequate and proper evaluation 
of jobs, fair rates of pay, reasonable 
working conditions, and the like, as 
well as those for whom you are com- 
pelled to set standards. 


WoRKERS VIEWPOINT DIFFICULT 
To CHANGE 


There will always be those who look 
upon the officials of big business as 
being wholly incapable of sensing the 
point of view of the rank and file, or 
in fact, caring at all about them or 
their welfare. I consider that in our 
organization we have applied just as 
sincere and considerate thought to the 
personnel, their salaries, working con- 
ditions, and the like, as any business 
organization. I seek for our companies, 
wholesome, healthful conditions of 
employment,. with benefits not found 
in all organizations, such as pensions, 
life insurance, medical examinations, 
newest lighting, modern metal desks 
and posture chairs, and the latest de- 
velopments in office appliances. 

Notwithstanding all of this, one of 
our over-zealous young men, after hav- 
ing read a recent magazine article by 
Mr. Owen D. Young, wrote Mr. 
Young a letter from which I will 
quote: “Frankly,” he said, “I believe 
that business owes some measure of 
assistance to those who have proved 
their earnestness of purpose. In my 
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present connection I can see this lack 
of appreciation of duty on the part 
of business dramatically illustrated. 
There are in the group with which I 
am associated, possibly two, not more, 
young men in their early twenties who 
I believe are excellent executive tim- 
ber, but of this fact the company has 
no knowledge and apparently makes 
no attempt at discovery.” 

Our young man is definitely pre- 
sumptive. However, he can not be 
altogether condemned for this attitude. 
Some of his feelings arise out of the 
following expressions and I again 
quote: “The result is that these men 
are bogged down by considerations of 
seniority.” While this is not the case 
in our organization, in this thought 
lies an important factor for industrial 
relations. Business organizations can 
do a great deal in industrial relations, 
in advancing efficiency through a sound 
form of personnel management predi- 
cated upon fair dealings and actuated 
by motives of sincerity in advancing 
young persons in accordance with 
merit rather than seniority. 


Too SWEEPING, BUT DENIAL 
IMPOSSIBLE 


Mr. Young was sufficiently im- 
pressed with the young man’s letter 
to respond. I have a copy of Mr. 
Young’s letter from which perhaps in 
fairness it would be proper for me to 
quote. Mr. Young said: “Your in- 
dictment of the leaders of business I 
think is too sweeping, although I am 
sure there is enough justification of it 
to make a denial impossible.” 

This, coming from a man of Mr. 
Owen D. Young’s recognized status 
in industry, calls for attention. Mr. 
Young concluded with an excellent 
word of advice. He wrote: “You have 
such ambition to succeed, such capac- 
ity of expression, and I dare say such 
influence with your associates, present 
and to come, that I should be sorry to 
have you be too convinced that all 
business is failing in its efforts of 
selectivity.” 

This gives you something of the 
point of view of a_ high-powered 
young man, employed under excellent 
working conditions, at a little better 
than the average rate of pay, and not 
being altogether content with his in- 
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dustrial relations. Why? Because he 
is the normal present day type of 
young worker who has confused im- 
patience with ambition. These lads 
must be taken in hand and guided in 
their thinking. I shall say more about 
young men later. 

I have given a great deal of study 
and thought to this entire subject of 
“Industrial Relations’ over a period 
of years and I am convinced that man- 
agement has to a large extent been re- 
sponsible for many of the unfair con- 
ditions prevalent today in industrial 
relations. They have built up a barrier 
between themselves and the staff. It 
is difficult for members of the staff to 
reach management. There is no vehi- 
cle through which they can express 
themselves. They have not been think- 
ing in terms of employez-employee. 


EvIDENCE OF TREND OF TIMES 


I think one of the best evidences of 
the trend of the times is found in the 
recent report of P. W. Litchfield, 
President of the Goodyear Tire and 
Rubber Company. He has had printed 
and distributed what he calls “A Re- 
port to Employees for 1938.” 

He starts off by saying: “This is a 
report to you on last year’s operations.” 
He refers to the fact that the company 
embraces three prime factors—stock- 
holders, the employees, and the con- 
sumer. In his report he makes refer- 
ence to the stockholders—how much 
money they have paid in, their number, 
and the like. He also alludes to the 
consumers—how much business they 
have transacted with the company and 
out of that how much in taxes and 
other expenditures have been incurred, 
and he then leads into this statement: 
“While we break our picture into three 
components— stockholders, employees 
and consumers—it is impossible to 
draw sharp dividing lines between 
them.” 

Can you men think back in your 
business careers—ten, twenty or thirty 
years—and ever remember the presi- 
dent including the employees with the 
stockholders and consumers? Mr. 
Litchfield went on to say: “A typical 
stockholder, a typical employee, and a 
typical consumer all look pretty much 
alike. Large numbers of individuals 


285 


belong in all three classes because they 
own stock, they work for Goodyear, 
and they consume our products.” 

There is food for thought in these 
remarks. We have not brought close 
enough to us the men who aid us in 
serving the interests that we serve. 
There seem to be certain men who, 
upon attaining a position of impor- 
tance and responsiblity, assume an air 
of indifference toward their fellow 
workers and their subordinates, and 
yet those same men will go into their 
lodges or fraternities with an entirely 
different attitude. Without attempting 
to be facetious, perhaps we could stand 
a bit more of the fraternal or ‘“‘lodge 
room” spirit in business. If it creates 
a wholesome attitude outside of the 
activities of daily toil, why should it 
not, in temperate form, aid sound in- 
dustrial relations? Of course, if you 
bait the hook for a friendly attitude 
of the staff you must see that the water 
is clear, not muddy, that the rates of 
pay are adequate, the hours are fair, 
the working conditions proper, and 
that you sincerely manifest an attitude 
toward your staff that can be backed 
up by your own conscience. 


CONTROLLERS HAVE PART 
To PERFORM 


You must bear in mind that this 
has to do entirely with the subject of 
industrial relations, a proportionate 
share of responsibility for which con- 
trollers can not escape, a subject which 
they should volunteer to work for 
whether it comes within the scope of 
their assigned responsibilities or not. 
The field is fertile, the subject is new, 
possibilities for improvement are many, 
the need for intelligent thinking is 
great, and the controller can serve ad- 
mirably in these capacities. 

Active, vital men ask themselves 
questions about things. May I pre- 
sume you are asking yourself: “How 
can I be of any help in the subject of 
industrial relations ?” 

Perhaps out of these following re- 
marks you will get a few suggestions. 
Do you have a salary standardization 
plan in your organization? Have you 
graded all jobs? Is your plan under a 
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More than Two Hundred New 
Members of Institute in Year 


Two hundred and six controllers were 
elected to membership in The Controllers 
Institute of America in the period Au- 
gust, 1938—June, 1939, a noteworthy gain. 
The membership of The Institute now 
numbers 1,205, as against 1,051 a year 
ago. 


Controllers Would Avoid 
Separation from Management 


An opinion that is being quite gener- 
ally expressed—in the current discussion 
of the possibility of requiring controllers 
to report direct to boards of directors, 
after having been appointed by the di- 
rectors—is that anything which tends to 
strengthen the controller’s position within 
the management is acceptable and wel- 
come, but that it is important to avoid 
any trend toward separating the control- 
ler from the management and setting him 
up as a more or less independent author- 
ity. Controllers generally believe that 
the responsibilities of the controller for 
adequate internal check and for adequate 
financial reports to stockholders are ex- 
tremely important, but that there are 
other duties of at least equal importance 
in which the controller can function only 
as a member of the management. Fur- 
ther, controllers feel that it is desirable 
all around that the controller should not 
be forced into the position of a mere in- 
ternal auditor, which might happen if 
too much emphasis is laid on these par- 
ticular functions. 


Time for Filing New Capital Stock 
Declarations Extended to August 31 


Forms 707 on which domestic corpora- 
tions are required to file capital stock 
tax returns for the year ended June 30, 
1939, have been forwarded to Collectors 
of Internal Revenue for distribution to 
taxpayers. Normally, the returns are re- 
quired to be filed and the tax paid in the 
month of July, but as the Revenue Act 
of 1939, containing an amendment of the 
capital stock tax provisions of the inter- 
nal revenue code, was not approved until 
June 29, 1939, the printing of the return 
forms was necessarily delayed. Conse- 
quently the time for filing and paying 
the tax has been extended to August 31, 
1939, for corporations having a principal 
place of business in the continental 


United States and to September 29, 1939, 
for all others. 

With minor exceptions corporations 
are required to show adjusted values on 


Can Any One Spare 
1935 Year Book? 

A member of THE CONTROL- 
LERS INSTITUTE OF AMERICA 7/5 | 
anxious to obtain a copy of the 
1935 Year Book of The Institute 
at the regular price of $1.00. The 
supply of copies of that issue of 
the Year Book has been exhausted, 
and the only hope of securing a 
copy for the member making the 
inquiry is that some other member 
may be willing to part with one. 
If any member is willing to ac- 
commodate the inquirer, kindly 
address National Headquarters. 

















returns for 1939, such adjusted values to 
be computed by using as a base the 
values declared on the 1938 returns. In 
computing adjusted values all adjustments 
provided for in the law must be made, 
but no others are permitted. Any do- 
mestic corporation which is required to 
show an adjusted value on its return may 
elect under the amendment to make a 
new declaration of value and pay tax 
thereon, provided such declared value is 
in excess of the adjusted value and the 
election is exercised on a return timely 
filed. 

Among the limited classes of corpora- 
tions which are not required to show 
adjusted values but must declare values 
are corporations which were granted ex- 
emption for 1938 and those created since 
June 30, 1938. 

A Treasury Decision amending Regula- 
tions 64 (1938 Edition) to conform to 
the recent amendment of the law will be 
promulgated in the near future. 


First Learner Certificates Granted 
to Four Employers 


The first certificates for the employ- 
ment of learners, at wages less than the 
minimum prescribed in the Fair Labor 
Standards Act, were issued on July 11 by 
Merle D. Vincent, chief of the Hearings 
and Exemptions Section of the Wage and 
Hour Division, United States Department 
of Labor. 

The certificates were issued to four 
employers in the apparel industry and 
permit employment of a total of 128 be- 
ginners for a maximum of eight weeks 








at wages not less than 75 per cent. of the 
statutory minimum of 25 cents per hour. 
Employees or their representatives, and 
competitors may, however, file objections 
with the division within fifteen days and 
obtain a hearing on such objections. Mr. 
Vincent then may sustain the objections 
and cancel the certificates, or he may 
overrule the objection. The petitioner, 
if dissatisfied, then may ask Adminis- 
trator Elmer F. Andrews, of the Wage 
and Hour Division, for a review of Mr. 
Vincent’s final ruling. If the certificate 
is canceled, the cancellation will be ef- 
fective as of the date it was issued, and 
the employer will be liable to pay the 
minimum wage rate from that date. 

Issuance of the certificates is in con- 
formity with Section 14 of the Fair Labor 
Standards Act and Regulations 522.5(b) 
issued by Administrator Andrews, which 
permit manufacturers to employ a lim- 
ited number of learners when no experi- 
enced help is available and where cur- 
tailment of employment might otherwise 
ensue. 


When Registration Statements 
Become Effective 


The Securities and Exchange Commis- 
sion announces adoption of a revision of 
Rule 930(b) of the General Rules and 
Regulations under the Securities Act of 
1933. The revised rule deals with the 
time when registration statements become 
effective pursuant to Section 8(a) of the 
Securities Act of 1933. Section 8(a) pro- 
vides that, with certain exceptions, a 
registration statement shall become ef- 
fective on “the twentieth day after the 
filing thereof.” The new rule provides 
that ‘the twentieth day” shall begin im- 
mediately upon the close of business at 
the Commission after nineteen days from 
the date of filing have elapsed. For the 
purposes of the rule the Commission’s 
closing time is considered to be 4:30 
P.M., Eastern Standard Time, week days, 
Saturdays and Sundays alike. The effect 
of the rule is to permit publication of 
newspaper prospectuses in the early edi- 
tions of morning newspapers of the day 
on which the offering is to be made. 


Office Management Conference To 
Be Held in Late October 


The American Management Associa- 
tion will hold its annual office manage- 
ment conference at the Hotel Pennsyl- 
vania, New York City, on October 25-26. 
Norman C. Firth, managing editor of 
“Dun’s Review,” and vice-president of the 
association’s Office Management Division, 
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announced the plans. The sessions will 
discuss a large number of topics bearing 
on six major divisions of office opera- 
tions, such as: general organization; per- 
sonnel; control of work and pay; rou- 
tines, systems and methods; equipment 
and supplies; and facilities. 


Management Now Entering 
Upon Administrative Era 


President Alvin Dodd, of the Ameri- 
can Management Association, in his an- 
nual report dated July 1, made the point 
that there is need for departing from 
over-emphasis on any special phase of 
the management function, and that the 
pressing need of the day is equal bal- 
ance between all functions. 

“Clearer distinction is being made be- 
tween operative, and technical, and ad- 
visory functions,’ he observed. “It may 
even be said that management, having 
passed successively through a production 
era, a distribution era, and a_labor- 
relations era, is now entering upon an 
administrative era, in which all these 
problems, each commanding important 
attention, must be placed in their true co- 
ordinate relationship.” 


SEC Staff Poring Over Thousands 
of Pages of Testimony 


Various magazines in the public ac- 
counting field are publishing digests and 
sections of the testimony given in the 
hearing conducted in the McKesson & 
Robbins Company’s case by the Securi- 
ties and Exchange Commission, last win- 
ter and spring. Those in charge of the 
inquiry gave public accountants all the 
time and space they wanted for the pur- 
pose of defining what they believe the 
scope of an audit should be, and what 
sort of a certificate (now designated as a 
“report’) should be forthcoming. This 
was not surprising, as this “show” was 
almost entirely the public accountants’. 
In the meantime, the Securities and Ex- 
change Commission’s staff is poring over 
the thousands of pages of testimony given 
in the hearing, preparing for compila- 
tion of a report and recommendations, to 
which controllers and public accountants 
alike are looking forward with great 
interest. 


Bank Controllers To Hold 
Annual Meeting in Seattle 


The fifteenth annual convention of the 
National Association of Bank Auditors 
and Comptrollers will be held at Seattle, 
Washington, on September 28-30. 

The association conducted a Mid-Con- 





CERTIFICATES OF 
MEMBERSHIP 

Every member of The Control- 
lers Institute of America is en- 
titled to have a certificate of mem- 
bership. 

To date, 937 such certificates 
have been issued. Many members 
have them framed and hung on 
their office walls. 

Members who have not ob- 
tained their certificates should | 
make application to national head- | 
quarters. 











tinent Regional Conference—its fifth—at 
Dallas, April 28 and 29. A feature of 
that conference was a discussion of 
“Audit Policies and Procedure” by Mr. 
D. R. Cochard, assistant to the auditor, 
Cleveland Trust Company. 

Another interesting feature of that pro- 
gram was a paper on “Bank Auditors and 
Comptrollers as Scientific Executives,” by 
Mr. B. P. Allen, executive vice-president, 
First National Bank, Wabash, Indiana. 


Small Newspaper Exemption 
Clarified by Andrews 

Exemption of several thousand county 
weekly and semi-weekly newspapers, pro- 
vided for in the Fair Labor Standards 
Act, has been clarified in an interpretation 
by Administrator Elmer F. Andrews of 
the Wage and Hour Division. 

The interpretation was contained in a 
letter by Mr. Andrews to William L. 
Daley, Washington representative of the 
National Editorial Association, replying 
to an inquiry by Mr. Daley. 

The administrator declared that ‘“Con- 
gress must be presumed to have provided 
this exemption, fully aware of the fact 
that the publisher of the typical news- 
paper described in Section 13(a)(8) em- 
ploys relatively few employees, all of 
whom are engaged a few days a week in 
printing and publishing the newspaper 
and the balance of the week in other re- 
lated work, usually job printing.” 

Mr. Andrews drew a distinction be- 
tween bona fide newspapers and commer- 
cial printing establishments, and between 
“publishing” and “printing,’ when he 
emphasized that “the exemption is limited 
to employees of a newspaper publisher 
and not to the employees of a printer who 
merely prints a newspaper for the pub- 
lisher.” 


Controller Must Be Able to Explain 
New Social Security Law to Employees 


Speaking of the amendments of the So- 
cial Security Act, and the new complica- 
tions which these amendments entail, one 
controller said, in a recent conference: 
“All you have to do is to be able to 
explain the provisions to the employee.” 
Quite a task! 


As Between Net Incomes 
of $25,000 and $30,000 


As between a company with a net in- 
come of $25,000 and one with $30,000, 
with no dividends from other corpora- 
tions, the $25,000 company, under the 
1939 Federal Revenue Act will pay a tax 
of $3,525, or 14.1 per cent. of its net in- 
come; and the $30,000 company will pay 
a tax of $5,125, or 17.08 per cent. of its 
net income. The $30,000 company will 
pay at the rate of 32 per cent. on the 
$5,000 by which its net income exceeds 
$25,000. 


“Second in Importance Only 
to Presidents” 


Auditors and controllers of banks were 
classed as second in importance only to 
the presidents “in maintaining the honor 
and prestige of their institutions,” by 
Mr. Nathan Adams, president of the First 
National Bank of Dallas, in addressing 
the banquet session of the Fifth Mid- 
Continent Regional Conference of the Na- 
tional Association of Bank Auditors and 
Comptrollers, at Dallas on April 29. 

Could not the same be true of control- 
lers of industrial and other business con- 
cerns? 


Amend Rule Covering Purchase 
of Non-Utility Securities 


The Securities and Exchange Commis- 
sion has amended paragraph (13) of 
Rule U-9C-3 under the Public Utility 
Holding Company Act of 1935 so that a 
public utility company may acquire an- 
nually at least $5,000 of securities in any 
industrial or non-utility enterprise located 
in the territory served by the acquiring 
company, without first obtaining commis- 
sion approval. Formerly, there was an 
exemption to the extent that upon com- 
pletion of the acquisition, the total cost 
of the securities acquired during any 
calendar year did not exceed an amount 
equal to one-tenth of one per cent. of the 
total assets of the acquiring company. As 
amended, the former exemption continues, 
but such acquisitions may be made in 
the amount of $5,000 without regard to 
the resulting percentage. 











Industrial Relations 
(Continued from page 285) 
sound form of salary administration 
for the control of individual rates of 
pay? Do you know whether there are 
a variety of rates of pay in your organi- 
zation for similar work? Have you 
overlooked employees who are particu- 
larly efficient for promotion because 
they could not be spared from their 
present jobs? Do you have unequal 
rates for jobs of equal value? Are the 
accessible rather than the deserving 
people given preference for promo- 
tion? Do you obtain people from out- 
side or do you attempt to grow them 
inside the organization? Is there an 
absence of mutual respect and consid- 
eration between the employer and 
employees? Is there opportunity for 
your employees to approach the man- 
agement for an exchange of ideas? 
Can they come to you with grievances 
and complaints which have accumu- 
lated ? Do you have a well defined em- 

ployment policy in effect? 


SALARY AND PROMOTION 
PLANS VITAL 


Two of the most vital factors in 
good personnel management are the 
salary plan and promotion plan. The 
lack or absence of these factors ac- 
counts for a great deal of the unrest 
in business today. I am sure you will 
all concede that every employee de- 
serves a fair salary and a fair chance 
of promotion, and it should be your 
business to find out what is a fair 
salary for a given job. 

Another item of weakness in per- 
sonnel management is prevalence of 
staff petty jealousies. Remember, equi- 
table rates of pay, a fair promotion 
plan, fair and reasonable hours of 
work, proper and wholesome working 
conditions, a fair classification sched- 
ule will promote sound industrial rela- 
tions, which are recognized today as 
being a highly important phase of the 
cost of production and of management 
in a highly competitive market. 

If you demonstrate to your staff that 
you are sincerely interested in their 
welfare and advancement, they will 
react with a degree of efficiency that 
will astound you. Outside of union 
labor members, perhaps the greatest 
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amount of unrest, although not out- 
wardly expressed, will be found in the 
$2,000 to $5,000 a year men who, for 
some reason or another, management 
has to a large extent totally ignored. 
Yet they are the ones to whom man- 
agement looks for efficiency and con- 
sistency in their work. 


WHAT OF PROFIT SHARING PLAN ? 


Let me leave a few additional 
thoughts. Have you ever attempted 
to work out a profit sharing plan for 
your employees ? Many of you disagree 
with the principle of profit sharing, 
just as some of you disagreed with the 
principle of the removal of the em- 
ployee’s tax for unemployment relief, 
believing it keeps the individual tax 
conscious, and in the application of 
which principle permitted this state 
to create a gigantic surplus balance of 
unemployment relief funds of some 
$120,000,000, a sum away beyond the 
requirements for payment of relief 
benefits under the most generous plan. 
But let me point out to you some of 
the firms which have thought well of 
profit sharing plans, consisting of cash 
arrangements, contributory arrange- 
ments and stock arrangements but, 
nevertheless, profit sharing. 

How do you suppose the employees 
of the Eastman Kodak Company feel 
toward their concern when one day in 
the early part of the year the company 
remits them a dividend that is not in- 
cluded within the rate of pay for the 
job? Would it not be considered that 
this definitely promotes happy and 
profitable industrial relations? Does 
it not promote permanency in the staff 
and do we not, out of permanency in 
the staff, get a great deal of efficiency ? 

The following concerns have profit 
sharing plans: Proctor & Gamble, 
Westinghouse, Joslyn Manufacturing 
Supply Co., Eastman Kodak Company, 
Sears, Roebuck & Company, Shaeffer 
Pen Company, General Electric Com- 
pany, Bank of America, Dow Chem- 
ical Company, Jewel Tea, Hoskins 
Manufacturing Company, Nunn-Bush 
Shoe Company, and many others. 

As a final thought may I invite 
your attention to the demands and re- 
quirements of our youth in industrial 
relations, or shall I say, in their ap- 


proach to those relations, in their hope 
for these relations, in the urgency and 
necessity for their industrial relations ? 

Gentlemen, controllers have broad 
contacts in and out of their businesses. 


When a young man comes to your 
office seeking employment, do not per- 
emptorily dismiss him. A young man 
who will give up the time and effort 
and money to acquire an education is 
at least deserving of the consideration 
of an interview when he comes seeking 
a job. At some point in your organi- 
zation set up the patient ear and per- 
haps the word of advice. I assure 
you, gentlemen, if you will do this you 
will get closer to the problems of 
youth, you will begin to understand 
perhaps more comprehensively *what 
some of the problems of industrial re- 
lations of the future will be, and you 
will begin to realize that you can, to 
some modified extent, aid in solving 
those problems. (Applause.) 

Mr. C. C. GiBson (presiding) : 
Thank you, Mr. Mills, for a most able 
presentation. Would anyone care to 
make any comments or ask any ques- 
tions? You speak about the necessity 
of industry absorbing these young peo- 
ple who are graduating from schools 
or colleges. Is it not a fact that the 
seniority provisions of many of our 
industrial union agreements practically 
prevent those young people being 
placed, or even the possibility of their 
being placed, until such time as in- 
dustry expands or new industries are 
developed? It must be difficult for 
these young people to obtain employ- 
ment now; that is, in an industrial 
field where unionization is complete. 

Mr. Mitts: While it is true that 
some labor agreements embrace a sen- 
iority rule, the fact of the matter is 
that there are a great number of em- 
ployees outside of the range of union 
labor to whom merit and not seniority 
may be applied, and in many instances 
union labor agreements have permis- 
sive clauses which do not rigidly en- 
force the rule of seniority. Every com- 
pany should set up a patient ear and a 
word of advice. 

Mr. GiBson: With a definitely lim- 
ited number of jobs to go around in 
most organizations, and with many 
jobs that previously were filled by 
men having been taken since the last 
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war by married women, what is the 
policy of your concern with respect to 
married women already employed and 
to those who apply to you for jobs ? 

Mr. Mixis: We are definitely op- 
posed to the principle of employing 
married women. When they marry 
they may stay on the payroll for 90 
days, then they must leave. This allows 
us to provide employment for others. 

A MEMBER: We will not hire any 
married women. If they marry they 
must leave within 90 days, and if they 
marry some one within the organiza- 
tion, they must leave right away. Fol- 
lowing this principle has caused us 
considerable embarrassment as we have 
lost some of our most efficient help 
and they have obtained employment 
elsewhere, the new employer getting 
the benefit of our training. We won- 
der whether or not we really are doing 
any good when so many people are 
taking these married women. 

Mr. Mitts: You must determine 
upon the equity of the principle. If 
it is sound, which I think it is, stick 
by the principle. This principle is 
definitely asserting itself and will do 
so more and more each year. 

A Memser: If you have a small 
force, say sixty people in your office, 
most of whom have important posi- 
tions, should this principle still be ap- 
plied ? 

Mr. Mitts: The number of em- 
ployees should not affect the principle. 

A MEMBER: We do not even carry 
the young ladies 90 days. We expect 
notice from them. If they are to be 
married on Saturday, their work ends 
on Friday. Would it be in order to 
suggest that committees be appointed 
to study this question and get replies 
from the companies, with their reasons 
why they believe or why they are op- 
posed to it? 

Mr. GiBson: I believe we should 
bear that in mind for discussion at fu- 
ture meetings of the Controls. Are 
there any more comments? If not, we 
want to again thank you, Mr. Mills, 
for your able presentation of this 
subject. 


Applications for Social Security Numbers 
Increase in June 


The Social Security Board announces 
that 435,004 social security account 
numbers were issued in June, or nearly 
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one-third more than in May, when the 
total was 296,591. The cumulative 
total of account numbers issued up to 
July 1 and now standing on estab- 
lished old-age insurance accounts was 
44,727,520. 

The June increase in the number of 
applications for account numbers was 
attributed by the Bureau of Old-Age 
Insurance partly to the appearance in 
the labor market of thousands of young 
men and women leaving school. Many 
requests for numbers also came from 
persons who had not been working in 
employments covered by the old-age 
insurance provisions of the Social Se- 
curity Act, and who have turned to 
canneries, summer hotels, recreational 
centers, and other business concerns 
providing seasonal work. 

In all but five states and Hawaii the 
June applications outnumbered those 
of May. New York was the only pre- 
dominantly industrial state to show a 
decrease. The other four states in 
which the number of applications 
dropped off are North Dakota, South 
Dakota, Arkansas, and Nevada. 

In New Jersey, Pennsylvania, Dela- 
ware, and Virginia the applications in 
June amounted to approximately three 
times what they did in May. The great- 
est increase was shown in the District 
of Columbia where 3,174 numbers, or 
approximately 15 times the May total, 
were issued. 


$580,000,000 in Job Insurance Benefits 
Paid in 17 Months 


Payment of more than $39,900,000 
in job-insurance benefits during May 
brought the total amount distributed to 
insured unemployed workers during 
the 17 months since benefits first be- 
came payable in most states, to ap- 
proximately $580,000,000, the Social 
Security Board announced late in June. 

Forty-six states, the District of 
Columbia, Alaska, and Hawaii are 
now paying benefits under their unem- 
ployment compensation laws. In the 
two remaining states—Montana and 
Illinois—benefits become payable this 
month, making the job-insurance pro- 
gram fully effective throughout the 
country. 

Benefit payments during May were 
19.4 per cent. above the amount paid 
out in April. This increase largely re- 
flected payments made to workers who 
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had finished serving waiting periods 
required in connection with the be- 
ginning of new benefit years on April 
1. The sharpest increases occurred in 
West Virginia, where payments were 
nearly three times the April total, and 
in New York, which reported a 75 
per cent. rise. All told, 31 states re- 
ported larger payments, and in 14 of 
these the amount was 20 per cent. or 
more above the April total. 


SEC AMENDS ITS RULES 
OF PRACTICE 


The Securities and Exchange Com- 
mission has adopted an amendment to 
its rules of practice relating to trial 
examiners’ reports, by striking the 
third sentence of Rule IX(c) and sub- 
stituting the following sentence: 

“In any proceeding in which, under 
the provisions of Rule XIII(b) of the 
Rules of Practice of the Commission, 
the report is first to be made available 
to the public on the opening date of 
public argument on the merits before 
the Commission, or in the event of 
submission to the Commission without 
argument, upon final determination of 
such proceeding, or pursuant to an 
order of the Commission, the initial 
page of the report shall also contain 
a statement to the effect that the report 
is confidential, shall not be made pub- 
lic and is for the use only of the com- 
mission, the respondent or respondents 
and counsel, but copies of the report 
issued after it is made available to 
the public may omit such statement.” 





ANNUAL REPORT FOR | 
SPECIAL AUDIENCE | 


The form and contents of the 
annual business reports, which 
many companies are issuing for a 
special audience composed of em- 
ployees and stockholders, are of 
great current interest to controllers. 
A supply of copies of a report of 
that type, published recently by the 
Standard Oil Company (New Jer- | 
sey), has been made available to 
THE CONTROLLERS INSTITUTE OF 
AMERICA, and by courtesy of the 
company, a copy is being mailed to 
each member of The Institute. 
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FINANCIAL ACCOUNTING 
PROBLEM POSED 
To the Editor: 


Hereinunder is outlined a financial ac- 
counting problem which should be of gen- 
eral interest to members of The Controllers 
Institute of America. 

Theoretically stated, a bond issue ma- 
turing May 31, 1945, is to be retired from 
the proceeds of a new bond issue (which 
new issue is to be floated for that specific 
purpose) dated May 31, 1939, maturing 
May 31, 1960. Discount and expense ap- 
plicable to the old issue have been ac- 
curately amortized during the period from 
the date of that issue to May 31, 1939. 

There appears to be considerable differ- 
ence of opinion among controllers and pub- 
lic accountants as to the period during 
which the unamortized portion of the dis- 
count and expense relating to the old bond 
issue and any premium or other costs in- 
curred in the retiring of said bond issue, 
are to be amortized. 

One group is inclined to the opinion that 
the aforesaid items of financial cost should 
be completely amortized during the period 
from June 1, 1939 to May 31, 1945; in 
other words, that such amortization should 
not extend beyond the maturity date of the 
bond issue being retired. Another school 
of thought indicates that said amortization 
should be made over the period from June 
1, 1939 to May 31, 1960 (the maturity date 
of the new issue). 

Since the new issue of bonds, in effect, 
extends to May 31, 1960, the period during 
which the subject funds may be utilized, 
it seems to me that it is perfectly proper 
to amortize the aforesaid items of financial 
cost over the entire life of the new issue, 
that is, by equal monthly charges to be 
made during the period from June 1, 1939 
to May 31, 1960. That opinion is based 
on the reasoning that the cost of money is 
more representatively recorded when it is 
amortized over the period benefited by the 
use of the funds involved. 

It would be interesting to have the re- 
action of other controllers to this financial 
accounting application. 

A MEMBER. 


PRAISES LEADERSHIP OF 
LOCAL CONTROLS 


To the Editor: 


In looking over the July issue of THE 
CONTROLLER, which has just been re- 
ceived, I was particularly interested in the 
report on pages 266 and 267 of those who 
have been elected officers of the local Con- 
trols for the ensuing year. This is an 
One can not help being 


imposing list. 





impressed with the fact that the men who 
are active in the local Controls are men of 
responsibility, connected with corporations 
which are leaders in their industries. 

I am personally acquainted with many 
of these men, some of whom I met three 
years ago during my visits to the local 
Controls. I am most happy to see them 
taking this active interest in the affairs of 
The Institute. 

I think that so long as men like these are 
willing to give of their time and talents to 
the affairs of The Institute it is an assur- 
ance that we will continue to grow in use- 
fulness and service to American business. 


Yours sincerely, 
PAUL J. URQUHART, 
Aluminum Company of America, 
Pittsburgh 


PRACTICAL APPLICATION OF 
“LAST-IN” METHOD 
To the Editor: 

I have read with interest the article in 
the May issue of THE CONTROLLER, en- 
titled “Last-In, First-Out Inventory Takes 
Care of Wide Fluctuations.” 

While this method of inventory taking 
and costing of sales is not particularly ap- 
plicable to my line of business, I am much 
interested in knowing the mechanics of it. 
While the theory is quite simple, the me- 
chanical application of it does not appear 
so. There are several questions I should 
like to have answered. 

For the sake of illustration—suppose that 
during the calendar year the market price of 
metal should rise one cent per month, cost- 
ing of sales each month to be made at the 
prevailing price that month. The question 
now arises—at what price would you value 
the ending inventory? 

It is true that by applying the cost of 
sales against the total of beginning in- 
ventory and purchases you would arrive at 
a theoretical inventory value, but it seems 
there should be some adjustment made in 
this theoretical inventory to bring it to 
actual. 

I would appreciate having your views on 
this point. 

A MEMBER 


This reply was made to the inquiry: 

Since receipt of your letter, the Senate 
has approved an amendment to the in- 
ventory section of the Federal Revenue Act 
which, while not exactly that recommended 
by The Controllers Institute of America, 
nevertheless does give reasonably satisfac- 
tory recognition to the “‘last-in first-out” 
principle of valuing inventories. 

Under this amendment (Section 22(d)), 
if purchases were exactly equal to sales 
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for the fiscal year, the ending inventory 
would be valued exactly in the same 
amount as it was carried on the books at the 
beginning of the year. If there were net 
additions to the inventory, such additions 
would be valued at cost and the inventory 
at the beginning of the year would be 
carried forward without change. 

For the purpose of your books (but not 
tax returns), you might, if desired, use the 
principle of cost or market, whichever 
lower, in the valuation of your inventory 
provided you use the “‘last-in first-out” 
principle in costing your sales during the 
year. 

I agree with the opinion expressed in 
your letter that this method of inventorying 
and costing of sales is probably not ap- 
plicable to your business. 


“ADEQUATE DISCLOSURE” JOB 
FOR TOP MANAGEMENT 
To the Editor: 

There is much food for thought in Mr. 
Healy’s address, (May 15, at Cleveland. 
Published in June issue of THE CONTROL- 
LER, Ed.) which does indeed accord new 
“recognition” to the controller. Such recog- 
nition calls for sober consideration and 
clear thinking as to its real implications. 

Mr. Healy’s statement seems to place on 
the controller two major responsibilities— 
first, for an adequate system of internal 
check, and second, for adequate disclosure 
in financial reports to stockholders. The 
provision of an adequate system of internal 
check has been almost universally recog- 
nized, in theory at least, as a direct respon- 
sibility of the controller. Some manage- 
ments may have tended in practice to lean 
too much on the review of the outside 
auditors, and hence may have failed to give 
the controller the support he needs to dis- 
charge this responsibility properly. Mr. 
Healy’s statement should strengthen the 
controller’s hands in such situations. 

As to the question of adequate disclosure 
in financial reports, this responsibility rests, 
in the great majority of companies, on the 
top management. The controller’s duty is 
to make the facts available to the manage- 
ment, and to suggest a form of report 
which he believes adequate for the stock- 
holders’ information, but he is rarely in a 
position to dictate on this point. I believe 
that most controllers have in the past 
thrown their influence with their manage- 
ments on the side of adequate disclosure, 
and that they will welcome heartily this 
support, from such a high source, for their 
efforis to move in this direction. Most of 
them, however, will hesitate to accept any 
theory of their responsibilities which tends 
to separate them from the management or 
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to set them up as an independent authority 
in the discharge of these responsibilities. 

After all, the controller's major oppor- 
tunity for service to the stockholders is as 
a member of the management, providing it 
with the information on which to base 
plans and policies, and reporting on and 
interpreting the results of those plans and 
policies. He will therefore prefer, I be- 
lieve, to discharge his responsibilities to 
the stockholders for adequate internal 
check and for the preparation of adequate 
financial reports as a representative of the 
management rather than as an independent 
authority, working from within for the 
principles he believes to be sound, and of 
course withdrawing entirely if he finds him- 
self in a position incompatible with his 
standards of ethics. 

The practical significance of having the 
controller elected by the board of directors 
depends, of course, on the extent to which 
the board is dominated by the management. 
Such a procedure is no doubt desirable 
in so far as it may strengthen the control- 
ler’s position within the organization; it 
is to be hoped, however, that it will not 
call for any change in his basic approach 
to his job. 

D. R. ANDERSON, 
Kendall Company, 
Walpole, Massachusetts 


NEW PROGRAM MAY REACT 
AGAINST ACCOUNTANTS 


To the Editor: 

I have read in the June issue of THE 
CONTROLLER the article relative to the 
American Institute’s new public auditing 
program. Have also received information 
from our public accountants suggesting a 
more detailed audit program for our com- 
pany, which is in line with that Institute’s 
plans. 

Frankly, I believe that the controllers 
and/or their immediate assistants are in a 
far better position to test-check inventories 
at the time of the original count than the 
ordinary public accountant, due to their 
intimate knowledge of their companies’ ac- 
tivities. Our auditors have discussed the 
new plans with us, and have suggested that 
one of their representatives be on hand at 
the time of inventory. This would mean 
having a man at each of our four plants, 
and possibly wherever we have a warehouse 
stock. I doubt if accounting firms could 
supply enough seniors or semi-seniors dur- 
ing peak periods to make this type of in- 
spection for all of their clients; and if 
they had so contracted, would naturally 
have to send out juniors as well, some of 
whom might never have seen the inside of 
a factory. 


While each corporation now has the right 
to refuse this inspection, if public account- 
ants make a strong enough appeal to their 
clients to personally test inventories, con- 
firm trade notes and accounts receivable, 
and the like, and with public pressure, 
some concerns will submit to the Ameri- 
can Institute’s new program, particularly 
the larger corporations that have public 
offerings. This may lead to some very ob- 
jectionable qualifying statements in the 
audit reports of those concerns which do 
not yield to the new auditing program in 
its entirety. Of course, this might act also 
as a boomerang to the public accountants, 
because it will naturally increase their fees 
for the additional work, and might result 
in their losing more business than they 
gain. 

This, however, is somewhat aside from 
the point. I do not feel that the new 
changes in the auditing procedure will help 
industry, and if you and a sufficient num- 
ber of controllers agree, then it would seem 
our duty to take the necessary steps in the 
interest of industry. 

I. H. JOHNSON, 
American Asphalt Paint Company 


CUSTODIANSHIP OF COM- 
PANY’S SECURITIES 


A member of The Controllers Insti- 
tute of America recently made this in- 
quiry: 

“Some corporations place their stocks 
and bonds, which form a part of their 
assets, in the custody of banks and trust 
companies, obviously under proper control 
of the officers of the corporation. 

“Other companies rent safe deposit 
boxes which are made accessible to certain 
named officers of the firm, constituting the 
personal custodianship. 

“Have you any information that would 
indicate the general opinion of controllers 
on this subject, which is presently under 
discussion at our office?” 

This question was asked informally of 
eleven controllers, members of The Insti- 
tute. Their uniform opinion is that the 
method of safeguarding a corporation's 
stocks and bonds depends upon the classi- 
fication and volume of the securities. As a 
simple method, the safe deposit box or 
vault is favored by every one of the mem- 
bers, if the quantity is small, or if it is 
desired to have the securities handy. The 
information was volunteered that most in- 
surance companies use safe deposit boxes 
in banks. Such safe deposit boxes are 
accessible to only certain named officers of 
the firm. 

For complicated situations the trust com- 
pany custodianship is used. This method 
is preferred, for instance, if the volume of 
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securities is liable to get out of hand 
easily. Often a closely held corporation 
prefers to carry a custodian account which 
is handled by the trust officers of a large 
bank, rather than to have the officers of 
the corporation made responsible for the 
safety of securities. 

Further, certain short term securities 
which are subject to collection are placed 
in the keeping of a trust custodian. Pro- 
vision in each custodianship is arranged 
for the proper control of the officers of the 
custodianship are used quite generally for 
both the safe deposit box and the trust 
custodianship are used quite generally for 
safeguarding a corporation’s securities. 


COMMENTS ON PLANNING 
COMMITTEE’S STATEMENT 


“IT have received the report of the Plan- 
ning Committee containing the statement 
of long-range objectives of The Institute. 

“Tt seems to me that the committee has 
evolved a statement which is a clear and 
dignified expression of the aims and ideals 
of The Institute and one to which every 
member can readily subscribe. The state- 
ment should be very effective in clarifying 
thinking and defining the broad pattern of 
the future activities of The Institute.” 

From letter from Mr. D. R. Anderson, 
of Kendall Company, Walpole, Massachu- 
setts. 


“I have read with interest your communi- 
cation of June 21, 1939, to the members, 
particularly with reference to the report of 
the Planning Committee. I think the policy 
is not only sound but genuinely forward 
looking, and as a member and former 
officer, I am impressed with it.” 

Letter from Mr. Ernest L. Olrich, Presi- 
dent, Munsingwear, Inc., Minneapolis, 
Minnesota, to President Roscoe Seybold, of 
The Controllers Institute of America. 


SOME KIND WORDS FOR 
“THE CONTROLLER” 
To the Editor: 

“I have read THE CONTROLLER for 
July, 1939, and thought it very interesting 
as well as educational.” 

Excerpt from letter from Mr. James G. 
McBride, controller of George Innes Com- 
pany, Wichita, Kansas, a new member of 
The Controllers Institute of America. 


To the Editor: 

“I think THE CONTROLLER is improving 
month by month and that it regularly con- 
tains many worthwhile articles.” 


Extract from letter from Mr. H. F. Elber- 
feld, of Colgate-Palmolive-Peet Company. 
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POINTS FOR AND AGAINST KEYMAN BONUS SYSTEM 
DESCRIBED BY EXECUTIVES 


Early in the year 1938 the manage- 
ment of the Colster Machinery Com- 
pany decided to reconsider thoroughly 
the wisdom of the policy involved in 
keyman bonus technique,* as well as 
to re-explore the various difficulties 
that were connected with its applica- 
tion. There was by no means a feeling 
of unanimity among the general execu- 
tives as to the merits of any device 
providing for cash rewards for “‘above- 
standard” performance in terms of cur- 
rent operating conditions and with the 
attention of the operating organization 
inevitably centered upon personal gain. 
The desirability of learning the ex- 
periences of other companies with 
bonus plans led to the preparation of 
a questionnaire dealing with certain 
important aspects of the principle of 
cash incentives. This questionnaire was 
sent to a number of nationally known 
executives who were believed to be fa- 
miliar with the practical workings of 
such incentives. 

The responses to the questionnaire 
from five of the individuals to whom 
it was addressed have been selected. 
In the order in which these responses 
are presented, the industries repre- 
sented are: (1) paper manufacturing 
and paper products, (2) automobile 
accessories and basic manufacturing 
parts for automobiles, (3) electrical 
equipment, (4) general machinery, 
and (5) electrical equipment and 
general machinery. 


SOME DEFINITIONS OF TERMS AND 
CONCEPTS REFERRED TO IN 
QUESTIONNAIRE 


1. The Management Job 
Two philosophies of management: 


(a) The formulation of a harmonious 
and well-integrated operating 
plan; the education of subordi- 


* This was described in the July issue of 
THE CONTROLLER, pp. 240-241. 





nates to this plan and to their 
particular jobs; the guiding of 
these subordinates in the per- 
formance of their jobs; the con- 
trol necessary to see that the plan 
is properly carried out. 

(b) The choice of competent keymen, 
giving each an area of authority 
and responsibility, allowing each 
keyman a free hand within his 
particular area, control (and per- 
haps payment) on the basis of 
results. 


2. Stages of Managerial Development 

(a) Management is not fully acquainted 
with the fundamental cost curves 
and economic characteristics of its 
business. Only broad policies are 
determined by management, with 
the remaining decisions left to a 
number of keymen. 

(b) Management has been able to 
establish routines in many areas, 
assuming to a greater extent the 
responsibility of coordination and 
policy formulation. Decisions are 
still left to keymen in those areas 
which management has not com- 
pletely explored, and in which it 
has not been able to establish ad- 
ministrative routine. 

(c) Management has analyzed as com- 
pletely as is practical the economic 
and cost characteristics of the 
various functions of its business. 
Management assumes the com- 
plete responsibility for all coordi- 
nation and policy formulation. 
The keymen are merely respon- 
sible for the administration of the 
centrally formulated and coordi- 
nated policies. 


3. Classification of Techniques for Mo- 
tivating Keymen Towards Greater 
Operating Effectiveness 

(a) Automatic monetary reward in 
relation to cost realization, both 
in labor (efficiency bonus) and 
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in expense. (This is the defini- 
tion of keyman incentive used in 
questionnaire. ) 

(b) Expectation of promotion in or- 
ganization in relation to operat- 
ing effectiveness (cost realization 
being an important factor). 

(c) Profit-sharing or stock-ownership 
plan, involving keymen. 

(d) Pride of accomplishment. 

(e) Education of keymen to the atti- 
tude that the organization is 
theirs; instilling a sense of be- 
longing. 

Question 1. What is your concept of 
the objective of a keyman bonus system 
based upon cost control? 

(a) To what extent do you think this 


objective could be attained without 
an automatic cash bonus? 


Re plies 

A. “I suppose that the objective is 
to minimize costs. Doubtless, incen- 
tives of some kind are very useful in 
getting results of any kind. The auto- 
matic bonus paid to the keymen is one 
form which such an incentive can take. 
A straight salary with opportunity for 
a raise and/or promotion is another. 
Profit-sharing is another modification. 

“Each has its advantages and dis- 
advantages and the balance will per- 
haps depend upon the nature of the 
business, personnel, and organization, 
its historical experience and _back- 
ground, the apparent crying needs of 
the moment, and the opinion of a 
few individuals. 

“The advantage of the straight-sal- 
ary plan is that it puts the relationship 
between the company and the key em- 
ployee on a long-range basis. By as- 
suring the employee a steady income, 
it relieves him of certain personal 
worries and permits him to give a 
larger share of his attention to the 
business of the employer. Also he can 
think of that business in its longer- 
range aspects. The danger of a bonus 
is that it may over-emphasize certain 
features of a job to the exclusion of 


(Please turn. to page 294) 
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Case Material 
(Continued from page 292) 

others. Cost saving is only one feature. 
Value building may be of as great or 
greater importance. The present may 
be less important than the future. The 
slave driver may earn more bonus for 
himself whereas the leader-teacher-co- 
operative type of keyman may be bet- 
ter for the business in the long run. 
The executive who skimps on mainte- 
nance, training, and research may save 
more costs today but prove the least 
efficient in the long run. If the bonus 
plan can take all these factors into ac- 
count or find ways to avoid their dan- 
gers it may be successful. If not prop- 
erly controlled it could, however, 
wreck the business in the long run.” 

B. “It seems to me the objective of 
a keyman bonus system based on cost 
control should be to encourage the 
keymen to be cost-minded at all times. 
The time and place for the control of 
costs is out in the shop when the ma- 
terial is being used and the work is 
being done. It does very little good for 
management to rake supervisors or 
foremen over the coals after the work 
is done because the costs were high. 
Since management cannot possibly ‘be 
on top’ of every job in the plant, it 
is essential that the keymen be made 
to realize the importance of costs. 

“a) I don’t think this objective can 
be attained more than spasmodically 
without the use of an automatic cash 
bonus unless management spends a 
good deal of its time checking up its 
keymen on costs. I like a plan that 
pays the keymen a percentage of ‘sav- 
ings’ as a bonus so that the incentive 
will be in proportion to the results 
achieved. The plan must be automatic 
and not depend on the whim of man- 
agement.” 

C. “To eliminate waste or extrava- 
gant spending for labor and overhead. 

“‘a) Nowhere near as effective with- 
out cash bonus. ‘Super’ effort required 
to obtain maximum bonus is lacking.” 

D. “It is an incentive to eliminate 
waste and cause the personnel to be 
on the lookout for short-cuts to im- 
prove the efficiency of the organiza- 
tion. 

“a) In order to get the utmost out 
of any incentive plan, a cash award 
must be paid. Without it, the cost of 
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operation of the plan would more than 
offset the savings made.” 

E. “An organization set-up clearly 
defining distribution of responsibility 
and a definite fixing of these respon- 
sibilities so that this machine of man- 
agement is working together for a com- 
mon end, namely, more economical 
manufacturing, resulting in increased 
savings and greater profits. 

a) Pride of achievement spurs a 
man of initiative onward, but some- 
thing beyond the necessities of life, 
usually gained by extra effort, may be 
slow in maturing—salaries paid hav- 
ing no relation to bonus remuneration, 
therefore the extra compensation acts 
as a stimulant.” 


Question 2. How does such a keyman 
incentive system tie in with the manage- 
ment job? 

(a) Please include your concept of the 
management job, and tie in, if pos- 
sible, the objective of the keyman 
bonus plan with this interpretation. 

(b) How does this incentive tie in with 
a budgetary program? 


Re plies 

A. “a) The job of management is 
to further the objectives of the busi- 
ness. Profit for the stockholders, sal- 
aries, wages, and working conditions 
for the management and employees, 
service to customers, and a duty to so- 
ciety are all part of these objectives. 

“b) Budgets are concerned prima- 
rily with the profit, and hence, cost 
aspect. While incentives are an essen- 
tial part of any budget, I do not 
think that the form of incentive is 
limited.” 

B. ‘‘a) It is management’s job to se- 
lect the proper keymen, to educate and 
guide them in the performance of their 
duties, and to institute the proper fol- 
low-up in each case to see that they 
continue to function along the lines 
laid down by management. The bonus 
plan will assist in such a follow-up. 

“b) If the bonus is determined on 
the basis of a percentage of ‘savings’ 
from a standard or predetermined cost 
and the budget is also based on the 
standard or predetermined cost, there 
should be little difficulty in tying the 
bonus in with the budgetary pro- 
gram.” 

C. “a) The keyman incentive sys- 
tem should assist management greatly 








in attaining maximum efficiency and 
profits. 

“b) It should also greatly assist in 
living within established budgets.” 

D. ‘Makes the keymen more valu- 
able to management in that more sug- 
gestions for improvements are forth- 
coming. 

a) Management’s job is specifi- 
cally the establishment of policies in 
connection with the business. Also, it 
must concern itself with lowering op- 
erating costs and effecting savings. The 
keyman bonus does much toward ac- 
complishing the latter by encouraging 
the keymen to do a better job. 

“b) Incentive payments are based 
on savings made, and in order to de- 
termine what the savings are, a pre- 
determined standard or budget must 
be established. In other words, the 
keyman bonus could not exist without 
budgets.” 

E. “Cooperation among keymen and 
with management. Many problems in- 
volve more than one department and 
must be coordinated to secure good 
over-all results. 

“a) Management at best can deal 
only with major problems. Many mi- 
nor suggestions by keymen are either 
adopted or rejected, without proper 
consideration. Operating under the 
keyman bonus plan, these suggestions 
are vital to the keymen, therefore they 
are presented to management, in a con- 
crete and coordinated manner, with 
supporting data as to reason and ob- 
jective. Management must assume the 
responsibility for industrial relations 
with employees, rates of pay, sanitary 
conditions and general upkeep of 
buildings and grounds. The keymen, 
with the incentive, will take proper 
care of equipment and tools in order 
to avoid excessive labor costs, or costly 
repairs if repairs are deferred. He will 
constantly be on the alert for excessive 
use of power and light, waste in main- 
tenance materials and losses in proc- 
essing, faulty layouts for economical 
handling of materials, superfluous rec- 
ords, and faulty and costly clerical 
systems. He will also cooperate with 
the Engineering Department regard- 
ing changes in design and substitution 
of materials in order to effect a reduc- 
tion in cost. 

(Please turn to page 296) 
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Case Material 
(Continued from page 294) 

“b) Budgets comprise natural cen- 
ters of activities where similar proc- 
esses or operations are performed. 
Keymen are consulted and agree to the 
budgeted allowances at normal and 
varying rates of production. These 
standards are measured with the actual 
cost and the difference becomes the 
basis for calculating the bonus. Under 
this plan, the keyman incentive is defi- 
nitely tied in with the budgetary pro- 
gram.” 

Question 3. Do you think that the ob- 
jective of such an incentive plan will vary 
(or should vary) with the particular 
stage of development of management 
within a company? 

(a) Do you think that the value of the 
plan will vary with such develop- 
ment of management within a com- 
pany? 


Re plies 

A. “A bonus plan which involves 
the sharing of the results of common 
effort (e.g., general profit sharing) 
can doubtless be used under any stage 
of management development. But a 
bonus based upon individual perform- 
ance requires a management capable of 
standardizing, isolating, controlling, 
and measuring each individual’s part 
in the performance—his part in aid- 
ing others as well as his part in what 
he has to show for himself.” 

B. ‘During the early stages of de- 
velopment, the plan will undoubtedly 
have a wider scope in that it will fur- 
nish a reward for the initiation of new 
and more efficient routines and proc- 
esses. As management develops and 
these new routines or processes are 
established as standard, the plan will 
eventually simmer down to a reward 
for carrying out management's instruc- 
tions. I do not believe the objective 
will vary or should vary but merely 
the result, and the value of the plan 
may tend to diminish but it will always 
be a valuable tool of management.” 

C. "No. The objective does not 
vary but the possibility of attaining the 
objective is greatest under 2-c of ‘Defi- 
nitions of Terms and Concepts Re- 
ferred to in Questionnaire.’ 

ea es,” 

D. “Yes. If the company has been 
efficiently managed, the possibilities 
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for improvement are fewer than they 
would be had the company been 
poorly managed prior to the installa- 
tion of an incentive plan. This, there- 
fore, should be taken into considera- 
tion when budgets are established. 

“a) Yes, although some savings 
will be effected no matter how efficient 
the management has been.” 

E. “The objective should not vary, 
as history indicates there is a constant 
revolution in design of product and 
changes in processing methods requir- 
ing continued effort on the part of 
the keyman to control costs. 

a) The value of the plan will vary 
with the type of management within 
the company. Management must be in 
sympathy with the plan and lend its 
aid to assure success, and not be too 
impatient about reflecting savings in 
budget allowances before the keyman 
has benefited financially from savings 
he was instrumental in bringing about. 
Management as well as keymen must 
be trained in the fundamentals of such 
a plan.” 

Question 4. In your opinion, what 
percentage of the keyman’s income, on 
the average, should be derived from the 
bonus? 

(a) What should the possible range be 
(from a zero bonus to how large a 
percentage) ? 

(b) Over what periods should the bonus 
be paid (weekly, monthly, or an- 
nually)? Why? 

(c) Should deductions be made for per- 
formance worse than standard? Please 
give reasons for your conclusion. 


Re plies 

A. “I should suppose that two fac- 
tors ought to be considered, (1) the 
need of the employee for assurance of 
a steady income, and (2) the man- 
agerial merits which need to be re- 
warded outside the bonus plan. 

“An employee needs a certain 
amount of steady income to take care 
of his regular expenses, such as rent, 
food, clothing, other current needs, life 
insurance payments, etc. The variation 
between maximum and minimum in- 
come should not encroach on these 
needs unless performance is so bad as 
neatly to warrant dismissal or demo- 
tion. Savings for the future, postpon- 
able expenditures for durable goods, 
and unusual pleasures and luxuries can, 
however, be more variable. This latter 


class forms a larger percentage of a 
higher income than it does of a 


smaller income. 


“Seldom can a bonus plan measure 
all the factors—long-range as well as 
short-range, indirect as well as di- 
rect—which should be compensated. 
The basic salary thus offers the means 
of paying for values not compensated 
by the bonus. The proportion of values 
covered by the bonus plan to those 
not covered should therefore be a fac- 
tor. 

“If the bonus varies arithmetically 
with performance, it can probably rep- 
resent a higher percentage of the to- 
tal earnings than if it is paid only for 
‘plus’ performance. 

“In the above, I have assumed that 
the bonus plan is not one which makes 
the employee’s income vary with the 
employer's income, but merely with 
the employee’s performance as against 
a standard performance under the ex- 
isting conditions. 

“Bonuses paid frequently are doubt- 
less more effective provided the in- 
dividual payments are of appreciable 
size. The higher the bonus percentage 
to the total pay, the more reason for 
paying it as frequently as the rest. If 
the bonus is small in percentage it 
will look bigger if paid less frequently. 
Much will depend upon the type of 
employee and the type of plan. 

“It is better to pay a bonus for 
standard performance and omit it for 
sub-standard performance than to de- 
duct a fine from regular salary for sub- 
standard performance. Another way 
would be to charge sub-standard per- 
formance against subsequent standard 
performance and pay only the net as 
bonus. Another way would be not to 
pay bonuses as such at all but to credit 
the employee with his net bonuses and 
allow him a drawing account equal to 
the moving average of his bonuses.” 

B. “I would say the average should 
be from 10 per cent. to 15 per cent. 

“a) From zero to 20 per cent-25 
per cent. 

“b) and c) Over the smallest con- 
venient accounting period, probably a 
month. The incentive tends to in- 
crease as the goal of reward is nearer 
at hand. A poor start at the beginning 
of a long period has a tendency to dis- 
courage some men. For this reason, I 
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do not believe that losses should be 
deducted for more than one previous 
period. The previous-period loss, if 
any, should be deducted to discourage 
the supervisor from loading up sup- 
plies in advance when he knows he is 
having a poor period, and similar 
practices.” 

C. “15 per cent. 

“a) O per cent. to 50 per cent. 

“b) 50 per cent. of bonus earned 
monthly, and 50 per cent. pooled in 
reserve fund to finance possible losses. 
Net amount to be paid annually. 

“c) Yes, through reserve mentioned 
under ‘b’ to prevent deferring of ex- 
penditure in order to earn bonus.” 

D. “10 per cent. to 15 per cent. 

“a) O per cent. to 25 per cent. 

“b) Annually, so that losses occur- 
ring during the year can be deducted 
from the gains and only the net 
amount paid. 

“c) Only to the point of zero 
bonus. Losses should not be deducted 
from regular salaries, for the reason 
that incentives have only to do with 
earnings in excess of salary.” 

E. “The normal income, salary or 
wage, should have practically no rela- 
tion to that derived from the bonus. 
The keyman should have a point rat- 
ing based on his relative position or 
ability to contribute to savings in cost 
of operations. Basic income should 
be adjusted through rates of pay, not 
through percentages for bonus allow- 
ances. 

“a) Conditions and budget allow- 
ances vary in different departments. 
The possible yield of savings should 
be carefully analyzed and a fair por- 
tion allotted to the participants. In no 
case should the allowances be so small 
that there would be no incentive; there- 
fore, the range in percentage might be 
as high as 50 per cent. or more. 

“b) Monthly or accounting periods 
where salaries and wages are accounted 
for on the four or five week plan. Only 
one-half of the earned bonus should 
be paid in cash. The other half should 
be held in reserve until the expiration 
of the agreed budget period. 

“c) Failure to meet standards should 
be penalized by charging against the 
reserve referred to in the previous 
paragraph. Extraordinary expenditures 
authorized by management or beyond 


the control of the keyman should be 
considered and allowances made in the 
standards before calculating the sav- 
ings or losses.” 





Eleven more questions, and the 
re plies thereto, are to be presented 
in subsequent issues of THE CON- 
TROLLER. Watch for another in- 
Stallment next month. 











Eight Committee Chairmen Named 
by Chicago Control 

President John A. Donaldson, of the Chi- 
cago Control, has named chairmen of eight 
committees of the Control which will serve 
during the coming year. Mr. Donaldson 
is controller of Montgomery Ward & Com- 
pany. The committee chairmen are: 


Program—CuHarLEs F. SCULLY 
General Candy Corporation 
Technical—MartTIN KEAGY 
Crowe Name Plate & Manufacturing 
Company 
Membership—Epwin W. BurBoTT 
A. B. Dick & Company 
Inter-Control—FRANK L. KING 
Continental Illinois National Bank 
& Trust Company 
Reception—WILLIAM H. YATES 
Lady Esther, Ltd. 
Finance—H. L. STUNTZ 
The Alton Railroad Company 
Illinois Unemployment Act—DEANE  S. 
HAZEN 
Benjamin Electric Manufacturing 
Company 
Obituary—ARTHUR E. HALL 
The Chicago Daily News 
Presidents of other Controls are busy at 
this time organizing their committees for 
the current year and making plans for their 
programs. 





Dayton: 
Topic: Plans for the New Year 
A luncheon meeting for members of 
the Dayton Control was held at noon on 
July 12 at the Biltmore Hotel. The pur- 
pose of this meeting was to afford an op- 
portunity for the members to continue with 
their planning of the program and the 
activities for the new year. Mr. Kerman, 
of The Journal-Herald Publishing Com- 
pany, a member of the Control’s Board of 
Directors, who is in charge of the Control's 
programs, reported that he had received a 
number of replies to a letter he had sent 
to the members with respect to topics to 
be posed for discussion at the meetings. 
Some of the subjects mentioned several 
times in the replies were taxes, insurance, 
the question of controller's responsibili- 
ties, the new provisions of the wage and 
hour law, and business trends. Among 
other items mentioned were establishment 
of sales quotas, budgeting, profit sharing 
for salaried employees, and accounting for 
fully or nearly depreciated assets. The date 
of the next meeting was set for August 9 

at noon. 


Annual meeting of controllers, Octobe 
9 and 10, New York City. 
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MARCHANT: 


SATISFACTION 


* When a man buys the same 
thing over and over again, it is 
positive proof of satisfaction 
...the simplest, truest story of 
satisfaction that could ever be 
told. 


* When Marchant users buy 
again, and yet again...some 
own two. some own hundreds 

.. itis only because their ex- 
perience has proved that Mar- 
chant serves them—most prot- 
itably...most capably ...most 
economically. This is positive 
proof of complete satisfaction. 


MARCHANT CALCULATING MACHINE COMPANY 


HOME OFFICE: OAKLAND, CALIFORNIA, U.S.A. 


Sales Agencies and Manufacturer's Service 
Stations in all Principal Cities 


GET ALL 


MARCHANT FACTS TO you! 
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Durkee To Appear on American 
Institute’s Program 


Mr. Rodney S. Durkee, now president 
of the Lane-Wells Company, of Los An- 
geles, has accepted an invitation to appear 
on the program of the annual meeting of 
the American Institute of Accountants, 
which will be held in San Francisco be- 
ginning September 19. 

Mr. Durkee was, for many years, con- 
troller of the Socony-Vacuum Oil Com- 
pany, Inc., New York City, and is a former 
president of The Controllers Institute of 
America. 

Mr. Durkee will appear on the program 
of the American Institute of Accountants 
on September 21, speaking on, “What Is 
Expected of the Independent Auditor?” 

Others who will speak on this subject 
in this session include Professor Hatfield 
of the University of California; William 
W. Werntz, chief accountant of the Se- 
curities and Exchange Commission; John 
Haskell, vice-president of the New York 
Stock Exchange; and a banker representing 
the Robert Morris Associates. There will 
be a paper, also, by counsel for the Amer- 
ican Institute on the liability of the inde- 
pendent auditor. 

A representative of the American Insti- 
tute of Accountants, Mr. Victor H. Stempf, 
will appear on the program of the annual 
meeting of The Controllers Institute of 
America early in October, in New York 
City, when a symposium on “Cooperation 
Between Controllers and Public Account- 
ants” will form a part of the program. 


Personal Notes 

Mr. Rodney S. Durkee, who served as 
president of The Controllers Institute of 
America in 1935-36, and who left New 
York late last October to become execu- 
tive vice-president and treasurer of the 
Lane-Wells Company of Los Angeles, was 
elected president of that company on 
July 5. Mr. Walter T. Wells, the former 
president, was made chairman of the 
board. Mr. Durkee will now act as chief 
executive officer of the company. 

Prior to his connection with the Lane- 
Wells Company, Mr. Durkee was con- 
troller of the Socony-Vacuum Oil Com- 
pany, Inc., and of its predecessor, the 
Standard Oil Company of New York, 
from 1929 to the fall of 1938. From 1916 
to 1925, inclusive, he was controller and 
later director and treasurer of the Gen- 
eral Petroleum Corporation of California. 
Mr. Durkee is member No. 26 in The 
Controllers Institute of America, his ap- 
plication bearing the date of December 
7, 1931. 

The Lane-Wells Company adopted new 
by-laws at its meeting on July 5, specifi- 
cally including the controller of the com- 
pany as an officer and outlining his duties 
by using the short form of resolution sug- 
gested by The Controllers Institute of 











TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Bivd. Chicago, Ill. 
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New England Conference 


Plans for the New England Con- 
trollership Conference, to be held 
in Cambridge on Thursday and Fri- 
day, September 14 and 15, (not the 
fifteenth and sixteenth, as an- 
nounced in last month’s issue) are 
proceeding toward completion. 

It is expected that a speaker na- 
tionally known in the area of 
budgets will address the group at 
the final meeting on Friday evening. 
The Friday discussion meetings, to 
be devoted to budgetary problems, 
will’ include discussion both of prob- 
lems of organization and approach 
to budgeting, and the matter of 
administrative use of budget fig- 
ures. 

The Thursday discussion meetings 
will include discussion of the proper 
place of the controller in the or- 
ganization, and of his functions. 
Those interested in this conference 
should address inquiries to Mr. E. 
E. McConnell, care of Norton Com- 
pany, Worcester, Massachusetts. 











America. The controller of that company 
is also a member of its board of directors. 


Mr. Edwin F. Chinlund has been made 
president of the new Postal Telegraph Sys- 
tem, Inc., which will operate the domestic 
telegraph business of the Postal Telegraph 
& Cable Corporation. He assumes his duties 
at once. Between 1925 and 1937 Mr. 
Chinlund was controller and for part of 
the time vice-president of the International 
Telephone and Telegraph Corporation. For 
nearly two years he has been connected 
with a public accounting firm in New York 
City. Mr. Chinlund was one of the early 
members of The Controllers Institute of 
America, his certificate being No. 19. He 
served for several years on the Board of 
Directors and at present is a member of 
the Advisory Council. Mr. Chinlund was 
born in Chicago and attended Northwestern 
University. 


At a meeting of the Board of Directors 
of Tennessee Coal, Iron and Railroad Com- 
pany held at Birmingham, Alabama, on 
July 13, 1939, Mr. C. M. Konkle was 
elected controller of the Company. He was 
formerly the auditor of the company. He 
has been a member of The Institute since 
October, 1938. 


THREE HUNDRED MILLION 
FOR PUBLIC ASSISTANCE 


Total payments for public assistance 
and earnings of persons employed 
under Federal work programs in the 
continental United States for May, 
1939 amounted to $307,586,000, ac- 
cording to figures made public by the 
Social Security Board on July 12. 


Twin Cities Control Credited with 
Merit Rating Legislation 


The Twin Cities Control of The Con- 
trollers Institute of America performed a 
service of considerable importance to the 
Legislature of Minnesota during its recent 
session. A special Committee on Unem- 
ployment Insurance, and various individual 
members of the Control, interested them- 
selves in several proposed legislative meas- 
ures, supplied information to committees 
and to individuals, and interpreted the pos- 
sible effects of various proposed measures. 

Merit rating provisions were written into 
the Minnesota state law. The Control had 
a special Committee on Unemployment In- 
surance which assisted in preparing the 
measure by submitting suggestions. Once 
the merit rating provisions were before the 
Legislature, the Control’s Committee was 
discharged and from that point on the re- 
sponsibility for bringing about the enact- 
ment of the merit rating provisions was 
placed on others, principally individual 
employers. : 

The provisions of the merit rating plan 
which were incorporated in the Unemploy- 
ment Compensation Act in Minnesota were 
described by some controllers as not en- 
tirely satisfactory, but at least the begin- 
ning of a constructive law. Commenta- 
tors have expressed the opinion that adop- 
tion of the amendments was due largely to 
the Twin Cities Control, which supplied 
facts and information that were useful to 
those interested in the legislation. 

Changes were made also in the income 
tax law and a new labor relations law was 
enacted. Members of the Twin Cities 
Control were not so deeply interested in 
this type of legislation, but they furnished 
valuable contacts which were believed to 
be of assistance to the groups supporting 
this legislation. 

Mr. Herbert P. Buetow, of the Minne- 
sota Mining and Manufacturing Company, 
St. Paul, was chairman of the Control’s 
Committee on Unemployment Insurance. 





WANTS HELP ON 
CONTINUING PROPERTY _ 
RECORDS | 


| MEMBER of The Control- 
| lers Institute of America 
who is installing a continuing 
| property record wishes to be 
put in touch with controllers 
of companies which are op- 
erating such records, partic- 
ularly companies with a num- 
ber of branches. Controllers of 
companies which are operat- 
ing modern continuing prop- 
erty records are invited to 
| communicate with the Edi- 
| tor of “The Controller.” | 
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Syracuse: 
Topic: July Outing Meeting 

The outing-meeting of the Syracuse Con- 
trol was held at the Onondaga Golf and 
Country Club, Fayetteville, N. Y., on July 
19 at 1:30 P.M. 

The spirit and hilarity of an ordinary 
outing were lacking, due to the death of 
a fellow member, Howard W. Henderson, 
New Process Gear Corporation, Syracuse, 
N. Y., on July 18 as the result of an auto- 
mobile accident. 

Following dinner, President Chrismer 
called the meeting to order at 9:00 P.M. 
and stated that it had been previously de- 
cided not to cancel the outing since out- 
of-town members had arranged to attend. 
He also stated that there would be no 
official business except the motion, which 
was made, seconded and unanimously car- 
ried, that a minute of silence be observed 
at the close of the meeting, before dis- 
banding, in honor of the memory of How- 
ard W. Henderson. It was further re- 
solved that a copy of the resolution be 
spread upon the minutes and sent to his 
bereaved family and business associates as 
an expression of the members’ deep sym- 
pathy for them and respect for him. 


EMPLOYMENT 
Experienced Controller or Assistant 
Management and profit-minded with 

proved record of ability and accomplish- 
ments. Capable of carrying complete re- 
sponsibility for general accounting, costs 
and cost accounting, taxes, budgets, pro- 
duction and inventory controls, forecasts, 
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reports and all general corporate financial, 
accounting and insurance matters. Under- 
stands production and sales problems. Ex- 
perienced in managing large administrative 
office of parent company, with whom asso- 
ciated for twelve years; last four as con- 
troller. Protestant. Can be depended upon 
to maintain a high standard of ethics and 
administration. For more detailed informa- 
tion write No. 275, “The Controller.” 


Accounting Executive 


With more than 25 years’ experience 
(public and private) in brokerage, con- 
struction and engineering, investment trust, 
manufacturing, merchandising, printing, 
public utility, publishing and real estate 
organizations, is available. Can direct ac- 
counting work requiring provisions and de- 
cisions for control of future expansion, and 
by supervising and stimulating effort, in- 
fluence personnel to achieve desired results, 
which may involve establishing original 
methods, standardizing routine, equipment 
and supplies; setting functional standards 
and dealing with and co-ordinating inter- 
departmental accounting. Can adapt meth- 
ods to use of accounting and tabulating 
machines, improve manual routine, devise 
and install financial and cost procedure, 
plan office lay-out, select and design special 
forms, records and office equipment. C.P.A. 
Address, “The Controller,” Box No. 308. 


Wanted, Senior Auditor 
A manufacturing company in the east- 
ern section of the country has an opening 
for a senior auditor. The candidate must 
have an equivalent of approximately ten 
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years of high-grade accounting experi- 
ence, of which about 80 per cent. pref- 
erably should be industrial work in a 
fairly responsible accounting position for 
a manufacturing company, and the re- 
maining period in public accounting. The 
prospective employer desires to insure 
himself that the applicant has not only a 
thorough knowledge of accounting, but 
a broad viewpoint and a wide vision in 
coping with its problems. The position 
will provide fundamental training for 
fairly rapid promotion within the com- 
pany. The position will require the in- 
itiation, development, and execution of 
an audit program together with a certain 
amount of systematizing of departmental 
procedures. The candidate should have 
a strong accounting background in both 
cost and auditing procedure and a tactful 
personability capable of working with 
and directing other employees. Applicants 
should be under forty years of age. Ad- 
dress No. 309, “The Controller.” 


Hours Forty-Two, Wages Thirty Cents, 
on October 24 


On: October 24 the maximum hours to 
be worked, under the Fair Labor Stand- 
ards Act, drop from forty-four to forty- 
two; and the minimum hourly rate ad- 
vances from 25 cents to 30 cents. 

So far as the paper work is concerned 
these changes will not involve any com- 
plicated problems for controllers. The 
effect of the changes will be felt eco- 
nomically, we are told. 





PHILADELPHIA 
WASHINGTON 





Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
| Securities Registration Investigations 


Design and Construction 


Ford, Bacon « Davis, anc. 


Engineers 


39 BROADWAY 
NEW YORK 


CHICAGO 
DALLAS 








Please mention THE CONTROLLER im communicating with advertisers 





New Members Elected to Controllers 
Institute in One Year—206 


Two hundred and six controllers 
were elected to membership in THE 
CONTROLLERS INSTITUTE OF AMER- 
ICA in the period August, 1938-]une, 
1939, a noteworthy gain. The mem- 
bership of The Institute now numbers 
1,205. 

The members elected during the 
past year, presented alphabetically: 


RIcHARD H. B. ADAMS 
The City Railway Company, Dayton 


O. W. AHL 
Hibbard, Spencer, Bartlett & Company, 
Chicago 


A. C. ANDERSON 
General Motors Corporation, Detroit 


JOHN W. ANDERSON 
Luzier’s, Inc., Kansas City 


FERRON L. ANDRUS 
Forest Lawn Memorial Park Association, 
Inc., Glendale, California 


H. E. ANGIER 
Conlon Corporation, Cicero, Illinois 


EpwIN L. ANTONEN 
Denman Tire & Rubber Company, War- 
ren, Ohio 


CHARLES A. ARMITAGE 
United Farmers Cooperative Creamery 
Association, Inc., Charlestown, Massa- 
chusetts 


BERNARD J. BARTZ 
Ritter Dental Manufacturing Company, 
Inc., Rochester 


STUART J. BIERLY 
The Anderson Company, Gary, Indiana 


WILLIAM M. Birs 
Waterbury Farrel Foundry & Machine 
Company, Waterbury, Connecticut 


Eskit I. Byork 
The Peoples Gas Light & Coke Com- 
pany, Chicago 


BEN D. BLACK 
William Hengerer Company, Buffalo 


J. H. BoTKIN 
The Pure Oil Company, Chicago 


ANTHONY H. BRAUN 
Commercial Solvents Corporation, New 


York City 


EpWIN C. BRENDTKE 
F. L. Jacobs Company, Detroit 


JOHN W. BRIDGWATER 
Maurice A. Knight, Akron 


GeorGE I. BRIGDEN 
St. Joseph Lead Company, New York 
City 


CLARENCE P. BrISSON 
General Investment Corporation, Boston 


WILLIAM A. BROOKS 
North American Car Corporation, Chi- 
cago 


F. CHARLES BROWN 
National Geographic Society, Washing- 
ton; D.C. 


DubDLey E. BROWNE 
Lockheed Aircraft Corporation, Burbank, 
California 


ROBERT A. BRYANT 
The Brunswick-Balke-Collender Company, 
Chicago 


D. T. BUCKLEY 
American President Lines, Ltd., San 
Francisco 


ARTHUR L. CABLE 
Western Auto Supply Company, Los 
Angeles 


FREDERIC L. CAME 
The Barbasol Company, Indianapolis 


E. F. CAMPBELL 
The Fyr-Fyter Company, Dayton 


W. M. CAuDELL, Sr. 


American Hardware Corporation, New 


Britain, Connecticut 
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C. E. CHAMBERLAIN 
Andrevan, Incorporated, New York City 


PAauL H. CHAPMAN 
Pittsburgh Hotels, Inc., Pittsburgh 


ROBERT W. CLARK 
Richardson Corporation, Rochester 


ROBERT CLINTON 
American Mutual 
Company, Boston 


Liability Insurance 


WILLIAM S. COCHRAN 
Ditto, Incorporated, Chicago 


RICHARD D. COLBURN 
Reliance Manufacturing Company, Chi- 
cago 


JAMES P. COMPTON 
American Asphalt 
Kansas City 


Roof Corporation, 


Louis W. CONOVER 
Goodwin Systems, Inc., New York City 


JOHN P. CooPER 
Kansas City Structural Steel Company, 
Kansas City 


PERRY J. CRANDALL 
Rieck-McJunkin Dairy Company, Pitts- 
burgh 


Ray W. DARNELL 
W. C. Ritchie & Company, Chicago 


HERBERT C. DAVIDSON 
Consolidated Edison Company of New 
York, Inc., New York City 


Harvey C. Davis 
Kansas City Power & Light Company, 
Kansas City 


CLoyp O. Dawson 
Owens-Illinois Pacific Coast Company, 
San Francisco 


DEewEyY DAWSON 
The Mercer Casualty Company, Celina, 
Ohio 
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A. A. DENISON 
The Cleveland Trust Company, Cleve- 
land 


CHARLES H. Doré 
New York Shipbuilding Corporation, 
Camden, New Jersey 


EpwarpD J. Dowpb 
Schwitzer-Cummins Company, Indian- 
apolis 


JosEPH A. EBERT 
Chesebrough Manufacturing Company, 
Consolidated, New York City 


C. B. Epwarps 
Southland Paper Mills, Inc., Lufkin, 
Texas 


HERBERT A. EHRMANN 
Consolidated Edison Company of New 
York, Inc., New York City 


J. A. ELLEN 
Gulf Oil Corporation, Pittsburgh 


HALLIE J. ENSIGN 
Willard Storage Battery Company, Cleve- 
land 


ALBERT D. ERICKSON 
Trans-Lux Corporation, New York City 


Guy S. EVERETT 
Ford Hopkins Company, Chicago 


JAMES B. FENNER 
Electric Auto-Lite Company, Toledo 


G. E. FOSTER 
The Brooklyn Union Gas Company, 
Brooklyn, New York 


Davin H. FREDERICKS 
Governor Clinton Company, Inc., New 
York City 


ROBERT E. FURLONG 
Majestic Manufacturing Company, St. 
Louis 


Victor G. GENDRON 
Zellerbach Paper Company, San Fran- 
cisco 


GEORGE F. GEPHART 
Standard Oil Company of California, San 
Francisco 


JAMES G. GIBSON 
Chevrolet Motor & Axle—Division of 
General Motors Corporation, Buffalo 
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ELMER C. GRIFFITH 
Mexican Northern Railway Company, 
New York City 


PETER GUIDO 
The Bossert Company, Inc., Utica, New 
York 


KARL M. HAENDLE 
First Trust & Deposit Company, Syra- 
cuse 


GEORGE E. HALLETT 
Tung-Sol Lamp Works, Inc., Newark, 
New Jersey 


F. GERALD HAWTHORNE 
Weston Electrical Instrument Corpora- 
tion, Newark, New Jersey 


RALPH E. HEITMULLER 
Acacia Mutual Life Insurance Company, 
Washington, D. C. 


CLAYTON J. HERMAN 
Sibley, Lindsay & Curr Company, Roches- 
ter 


FRANK J. HICKLING 
Minnesota & Ontario Paper Company, 
Minneapolis 


JOHN K. HILL 
The Norwich Pharmacal Company, Nor- 
wich, New York 


Lewis A. HILL 
Waltham Watch Company, Waltham, 
Massachusetts 


Ray R. HOsKINS 
National Rubber Machinery Company, 
Akron 


L. G. THRIG 
The Egry Register Company, Dayton 


CHARLES R. ISRAEL 
Aero Mayflower Transit Company, In- 
dianapolis 


PAUL L. JACOBY 
Ralston Purina Company, St. Louis 


ALAN H. JOHNSTON 
California & Hawaiian Sugar Refining 
Corporation, Ltd., San Francisco 


A. L. KADELA 
Foley Brothers, Inc., Pleasantville, New 
York 
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F. H. KaAIsER 
The Crane Company, Chicago 


EpwaArRD M. KARRMANN 
American United Life Insurance Com- 
pany, Indianapolis 


ROBERT J. KASER 
The McCall Corporation, Dayton 


R. L. KAUFFMAN 
The Dayton Pump & Manufacturing 
Company, Dayton 


W. H. KERMAN 
The Journal-Herald Publishing Company, 
Dayton 


EvERETT A. KERMOTT 
Socony-Vacuum Oil Company, Inc., 
White Eagle Division, Kansas City 


MILTON G. KERR 
Union Oil Company of California, Los 
Angeles 


JOHN J. KERSHNER, JR. 
Sears, Roebuck & Company, Philadelphia 


FREDERICK J. KNOEPPEL 
American Potash & Chemical Corpora- 
tion, Trona, California 


RALPH B. KNOTT 
Raytheon Manufacturing Company, New- 
ton, Massachusetts 


KaroL C. KOEHLER 
The Aetna Paper Company, Dayton 


CREIGHTON M. KONKLE 
Tennessee Coal, Iron & Railroad Com- 
pany, Birmingham 


RoBERT B. LAMBERT 
Kresge Department Store, Newark, New 


Jersey 


NorMAN E. LAMonpD 
Shattuck Denn Mining Corporation, New 
York City 


S. C. LAND 
Continental Steel Corporation, Kokomo, 
Indiana 


W. L. LARKIN 
Boston Woven Hose & Rubber Company, 
Boston 


James A. Laws, Jr. 
Western Auto Supply Company, Kansas 
City 


RocerR W. LEASON 
Emsco Derrick & Equipment Company, 
Los Angeles 
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HENRY T. LEDBETTER 
The Toledo Edison Company, Toledo 


BERNARD J. LEY 
Zonite Products Corporation, New York 
City 


Epcar A. LODGE 
Home Title Guaranty Company, Brook- 
lyn, New York 


GEORGE H. LONGHURST 
Nathan Manufacturing Company, New 
York City 


WittiAM H. LOWRANCE 
American Dairies, Inc., Kansas City 


Leo P. LUNING 
National Candy Company, Inc., St. Louis 


HERMAN F. Lux 
Lux Clock Manufacturing Company, Inc., 
Waterbury, Connecticut 


EpwarpD F. LYLE 
City National Bank & Trust Company, 
Kansas City 


Leo J. LYNCH 
Grand Union Tea Company, Chicago 


ALEXANDER MACGILLIVRAY 
RCA Manufacturing Company, Inc., 
Camden, New Jersey 


Harry I. MACLEAN 
University of Pennsylvania, Philadelphia 


ANTHONY B. MANNING 
R. E. Dietz Company, New York City 


P. J. MAYLE 
The Dayton Rubber Manufacturing Com- 
pany, Dayton 


O. M. MERRY 
Fairmont Railway Motors, Inc., 
mont, Minnesota 


Fair- 


CHARLES Z. MEYER 
The First National Bank of Chicago, 
Chicago 


LAWRENCE C. MILLER 
Barium Stainless Steel Corporation, Can- 
ton, Ohio 


WILSON K. MINOR 
California Consolidated Water Company, 
Los Angeles 


Roy I. MITCHELL 
Empire Sheet & Tin Plate Company, 
Mansfield, Ohio 


DwiGHT A. Moore 
Wilshire Oil Company & Affiliates, Los 
Angeles 
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G. D. Moore 
Hillman’s, Inc., Chicago 


ANTHONY E. MorRALES 
N. Snellenburg & Company, Inc., Phila- 
delphia 


WILLIAM M. MorGAN 
Supplee-Wills-Jones Milk Company, Phil- 
adelphia 


E. M. Mork 
Inland Empire Paper Company, 
wood, Washington 


Mill- 


HERBERT E. MurcH 
Goodyear Footwear Corporation, Provi- 
dence, Rhode Island 


PAuL B. MurPHY 
Central New York Power Corporation, 
Syracuse 


C. J. McABEE 
Samson-United Corporation, Rochester 


J. A. McBripE, Jr. 
United Drill & Tool Corporation, Chi- 
cago 


JaMEs G. McBripE 
George Innes Company, Wichita, Kan- 
sas 


G. DoNALD McCATHRON 
E. E. Fairchild Corporation, Rochester 


RAYMOND E. MCCLANE 
Alton & Southern Railroad, East St. 
Louis, Illinois 


RoBerRT R. McCREIGHT 
The Midland Flour Milling Company, 
Kansas City 


DonaLD McDONALD 
McKeesport Tin Plate Corporation, Mc- 
Keesport, Pennsylvania 


Davin McGILvray 
Seaboard Commercial Corporation, New 
York City 


Forrest J. MCLAIN 
The Western Union Telegraph Company, 
New York City 


THOMAS R. MCNAMARA 
Craig Movie Supply Company, Los An- 
geles 


HERMAN S. NAEHER 
Thomas J. Lipton, Inc., Hoboken, New 
Jersey 


Oscar D. NELSON 
Butler Manufacturing Company, Kansas 
City 


O. J. Norris 
Ross Gear & Tool Company, Lafayette, 
Indiana 








CHARLES J. NORTON 


Walker-Gordon Laboratory 
Inc., Plainsboro, New Jersey 


Company, 


CarLos F. Noyes 
The Baldwin Locomotive Works, Phila- 
delphia 


LyLE H. OLSON 
The American Appraisal Company, New 
York City 


ERNEST O. ORCHARD 
Kellogg Company, Battle Creek, Michi- 
gan 


HERMAN A. PAPENFOTH 
The Trumbull Electric Manufacturing 
Company, Plainville, Connecticut 


RAYMOND A. PASCOE 
Whiting Corporation, Harvey, Illinois 


DunpbAs PEACOCK ; 
Elliott Company, Jeannette, Pennsylvania 


MAXIMILIAN E, PESNEL 
Behr-Manning Corporation, Troy, New 
York 


ERNEST C. PETERSON 
Brown & Bigelow, St. Paul, Minnesota 


C. G. PHELPS 
Wolverine Brass Works, Grand Rapids, 
Michigan 


WALTER E. PINNEY 
Citizens National Trust & Savings Bank 
of Los Angeles, Los Angeles 


JosePH B. PoPE 
Ewing-Thomas Corporation, Chester, Penn- 
sylvania 


PHILIP K. POULTON 
Talon, Inc., Meadville, Pennsylvania 


GEORGE R. RANKIN 
Artloom Corporation, Philadelphia 


M. W. RauPp 
The Springfield Metallic Casket Com- 
pany, Inc., Springfield, Ohio 


GEORGE C. RAYNER 
General Chemical Company, New York 
City 


RICHARD N. RIGBY 
Gillette Safety Razor Company, Boston 
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WALTER L. RIMMELS 
Maynard, Oakley & Lawrence, New York 
City 


CHARLES RINDERLE, JR. 
Bendix Aviation Corporation, {arine 
Division, Brooklyn 


O. H. RITENOUR 
Washington Gas Light Company, Wash- 
ington, D. C 


Davip S. Ross 
The Bead Chain Manufacturing Com- 
pany, Bridgeport, Connecticut 


PHILIP C. SAYRES 
Bristol-Myers Company, New York City 


BERNARD C. SCHAEFER 
Advance Paint Company, Indianapolis 


JoHN H. SCHMIDT 
General Time Instruments Corporation, 
New York City 


ALFRED SCHNEIDER 
Sarfert Hosiery Mills, Inc., Philadelphia 


CARL SCHUBERT 
United Engineers & Constructors, Inc., 
Philadelphia 


JAMES H. SCHULER 
Crown Drug Company, Kansas City 


JOSEPH R. SCHULZ 
Socony-Vacuum Oil Company, Inc., Chi- 
cago 


GEORGE W. SCHWARZ 
Michigan Alkali Company, Wyandotte, 
Michigan 


W. J. ScoTr 
Santa Catalina Island Company, Santa 
Catalina Island, California 


DANIEL F. SECORD 
Rex Cole, Inc., Long Island City, N. Y. 


Victor C. SEITER 
Citizens Gas & Coke Utility, Indianapolis 


HAROLD B. SELIGMAN 
Continental Carbon Company, New York 
City 


RUSSELL SEVERSEN 
Electrolux Corporation, New York City 


WILLIAM M. SHANAHAN 
Consolidated Aircraft Corporation, San 
Diego, California 


PAUL E. SHROADS 
National Steel Corporation, Pittsburgh 


KELLY Y. SIDDALL 
The Procter & Gamble Company, Cin- 
cinnati 


The Controller, August, 1939 


E. QuIMBy SMITH 
Bundy Tubing Company, Detroit 


J. RAYMOND SMITH 
Northwestern National Bank & Trust 
Company, Minneapolis 


LAURENCE A. SMITH 
General American Life Insurance Com- 
pany, St. Louis 


JOHN C. SOLL 
Union Wire Rope Corporation, Kansas 
City 


C. F. SPINDLER 
Combined Locks Paper Company, Com- 
bined Locks, Wisconsin 


PAUL STARK 
Northern Indiana Power Company, In- 
dianapolis 


E. E. STEVENS 
Harvard Club of New York City, New 
York City 


GLENN STEVENS 
Wausau Paper Mills Company, Brokaw, 
Wisconsin 


R. B. STEWART 
Purdue University, Lafayette, Indiana 


Orvis A. STURDY 
Manor Baking Company, Kansas City 


ROBERT L. SUSSIECK 
Hotels Statler Company, Inc., New York 
City 


THoMas S. TALLMAN 
Dunn & McCarthy, Inc., Auburn, New 
York 


GEORGE J. THOMAS 
Tel Autograph Corporation, New York 
City 


Roy W. THOMPSON 
Amazon Knitting Company, Muskegon, 
Michigan 


GEORGE G. UNGAR 
he Hub—Henry C. Lytton & Sons, Chi- 
cago 


F. J. VAN BERGEN 
The Canfield Oil Company, Cleveland 


RICHARD D. VAN KIRK 
R. Cooper Jr., Inc., Chicago 


B. EARLE VOSTEEN 
Niagara Sprayer & Chemical Company, 
Inc., Middleport, New York 
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I. H. WAGNER 
Business Men’s Assurance Company of 
America, Kansas City 


PAUL V. WAIGNER 
Charles Bruning Company, Inc., New 
York City 


HENRY Z. WALCK 
Oxford University Press, New York, Inc., 
New York City 


ELMER R. WALL 
Ducommun Metals & Supply Company, 
Los Angeles 


WILLIAM W. WALTERS 
W. B. Saunders Company, Philadelphia 


E. N. WATKINS 
Cities Service Oil Company, New York 
City 


EpwarD H. WEBSTER 
Queens Borough Gas and Electric Com- 
pany, Far Rockaway, New York 


WARREN WEBSTER 
The Joyce-Cridland Company, Dayton 


E. W. WESTON 
The Weston Paper & Manufacturing 
Company, Dayton 


EpwarpD J. WHALEN 
Kleen Kap Corporation—Smith Lee Com- 
pany, Inc., Oneida, New York 


AvERY K. WHITE ‘ 
Berkshire Fine Spinning Associates, Inc., 
Providence, Rhode Island 


EpwArD B. WIEST 
New York Post, Inc., New York City 


ALVIN P. WILLIAMS 
Mandel Brothers, Inc., Chicago 


M. M. WoLtTz 
Coast Manufacturing & Supply Company, 
Trevarno, Livermore, California 


KENNETH R. WOODRING ; 
The National Screw & Manufacturing 
Company, Cleveland 


ARNOLD E. WOONTON 
New Process Gear Corporation, Syracuse 


EDMUND L. WORFOLK ; : 
International Projector Corporation, New 


York City 


Davip P. ZAHNISER 
The Union National Bank of Pittsburgh, 
Pittsburgh 


W. D. Zopr 
American Brewery, Inc., Baltimore 














The world’s fastest highway is all yours, when 


you go out of town by Long Distance tele- 


phone service. No red lights. No speed limits. 
You reach your destination in about a min- 
ute and a half (average time). You settle your 
business through direct, personal discussion. 
Hang up —and you're back at your desk! 
Travel the Long Distance way often. For 
day, night and Sunday rates, consult your 


directory or ask the operator. 


The Bell System cordially invites you to visit its exhibits 
at the New York World's Fair and the Golden Gate 


International Exposition, San Francisco. 
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NOTHING EVER IS RE-WRITTEN 


Once you appreciate that fact, you realize the huge 
savings, the increased speed of operation, the complete 
stoppage of error, that Ditto brings. Certified annual 
savings of ten thousand dollars, twenty thousand, and 
more, are by no means unusual. 





HOW WHOLESALERS USE DITTO 


In wholesale concerns, the salesman’s original order is 


B Ditto leads, ee ' 
Dian aders hack Mao the first AND LAST writing. With photographic accu- 
ee ne ee racy Ditto takes that original writing and from it makes 


all subsequent forms needed to fill, ship and bill the order. 


Orders are filled on all floors or in all departments at 
once. Invoice goes with order. A ledger card is pro- 
duced, eliminating posting to customers’ accounts. Ac- 
counting, credit, collection, are simplified. Savings are 
huge . . . Ditto adapts to all wholesale companies, 
benefits are most marked in smaller firms. 


DITTO, Inc., 2209 W. Harrison Street, Chicago, IIL 
Gentlemen: Without obligation please 
( ) Send me Actual Ditto Wholesaler’s Forms, 
( ) Arrange a Ditto demonstration for me. 


GET ACTUAL FORMS! 


1 
Portfolio of actual wholesaling forms shows 
how Ditto brings flashing speed, big new i 
economies. Send for yours—no obligation : 
I 
I 
| 
| 
I 
I 





Mat NOME: cccicneidscotsdctugeeseeuveedteaseaas ee 
..- DITTO, Inc., 2209 W. Harrison Street, : 
P PIG. 6 edie cvectadcinddibceceqcatsageddeseshauean 
Chicago, Ill. 
MMB a6. cricncdaciwcddiechncctdantacettanaweaaamee 
CBSa ics cuscsoewndeewees DMBiiiitcadvasiancmaas 








When You Ace Asked to. Recommend 


O help you in making suggestions, when asked 
by employees or by personal acquaintances to 
suggest a plan of accounting training, your atten- 
tion is called to the educational organization of the 


International Accountants Society, Inc., here shown. 


The five men com- 
posing the Executive 
Educational Commit- 
tee are responsible for 
I.A.S. educational ac- 
tivities and policies, 
with particular refer- 
ence to text material, 
research, standards, 
and technical 
methods. 

The sixteen Certi- 
fied Public Account- 
ants composing the 
I.A.S. Faculty are ac- 
tively engaged in pre- 


paring text material, 


giving consultation 
service, or grading 
students’ papers. 
Some give their time 
and attention exclu- 
sively to I.A.S. work. 
Others who are in ac- 


tual practice of pub- 


an Clecounting Course 


lic accounting or corporation accounting, devote 














Educational Organization 


EXECUTIVE EDUCATIONAL FACULTY 
COMMITTEE Stanley E. Beatty, C.P.A. 


C. Bischel, C.P.A. 
Dexter S. Kimball, M.E. Haroid W. ee i P.A. 
LL.D.. DS of George P. Ellis, C.P. 
wail Micrel C. W. Emshoff, CPA. 
Chairman, Board of Directors, Inter- Stephen Gilman, C.P.A. 
national Accountants Society, Inc. John A. Hinderlong, C.P.A. 
Dean Emeritus, College of Engineer- James W. Love, C.P.A 
ing, Cornell University ; Former Pres- Paul H. Moore, CrP A. 
ident, American Society of Mechani-_ C. E. Packman, C.P.A. 
cal Engineers ; author of ‘‘Cost Find- Russell C. Swope, C.P.A. 
ing,” ‘Industrial Economics,’” and G. E. Taylor, C.P.A. 
other textbooks. J. G. Terry, C.P.A. 
G. S. West, C.P.A. 
Harry G. Westphaln, C:P:A. 
Earl R. White, C.P.A 


ADVISORY BOARD 


Arthur L. Baldwin, C.P.A. 
R. W. Barrett, A.B., LL.B. 
Bruce Barton 


Lee Galloway, B.Sc., Ph.D. 


Vice Chairman, Board of Directors, 
International Accountants Society, 
Inc.; Former Chairman, Board of 
Directors, The Ronald Press Com- 
pany; Former Director, Department 
of Management, New York Univer. Wir gy 
sity ; author of ‘Office Management”’ Re aes E. Blight’ Cc. P.A. 
and other textbooks. EE: Cahill CPA. P.A. 

N. iyonieg Ph.B., A. 
Gootiey 3. Childs, Be. S. 

. Christian, C.P.A 

W illiam B. Cornell, M.E. 
President, International Accountants James A. Councilor, C.P.A. 
Society, Inc. ; Dean, School of Com- Albert J. Derbes, C_P.A 
merce, Accounts and Finance, New’ C. E. Dietze, LL'B.. A. B., CPA. 
York University; Former President, William Dolge, C.P.A. 
American Association of University T. H. Frankling, CCA. 
Instructors in Accounting; Former Lee Galloway, B.Sc., Ph.D. 
President, American Association of tae B. Geiger, C.P.A. 
Collegiate Schools of Business. H. Hammarstrom, C.P.A. 
James F. Hughes, C.P.A. 

H. renee, <o - oh. 
Has M; Jay; ‘GC: 
David A. Jayne, CPA. 
Roland B. Keays, C.P.A. 
Dexter S. Kimball, as EL-D > D:Se. 
B. Lichtenberg, M.C.S 
Harry E. Lunsford, C.P.A. 
I. B. McGladrey, C.P.A. 
Henry J. Miller, C.P.A. 
D. Walter Morton, Ph.D., C.P.A. 
F. W. Morton, C.P.A. 
Herman C. J. Pe eisch, C.P.A. 
J. A. Phillips, C.P.A 
Paul W. Pinkerton, C.P.A. 
A. Lee Rawlings, C.P.A. 
F. E. Roberts, C.P.A. 
Lawrence W. Robson, F.C.A. 
John C. Shelly, C.A. 


John T. Madden, C.P.A., 
B.C.S., A.M., Sc.D. 


George P. Ellis, C.P.A. 


Practicing Certified Public Account- 
ant; Member of Faculty, Interna- 
tional Accountants Society, Inc. ; 
President, Illinois Chamber of Com- 
merce; Former President American 
Society of Certified Public Account- 
ants; Former President, Executives 
Club of Chicago. 


Stephen Gilman, B.Sc., C.P.A. 


Vice President and Educational Di- 
rector, International Accountants So- 
ciety, Inc. author | of ‘Accounting 
Concepts of Profit,’ ‘Analyzing Fi- 
nancial Statements,’ ’ “Principles of 
Accounting,’ and numerous techni- R. Smethurst, Jr., C.P.A. 
cal articles on accounting and allied F. H. Sommer, J.D.. LL.D. 
subjects. A. C. Upleger, B.C.S., 














only part time to the work. Each subscriber secures 
the advantage of having his examinations handled 
by instructors from both groups. 

The forty members of the Advisory Board are 


outstanding Certified 
Public Accountants, 
business executives, 
attorneys, and educa- 
tors, who counsel 
with the I.A.S. man- 
agement, upon re- 
quest, with respect to 
technical accounting, 
educational, and busi- 
ness matters. 

The uniformly high 
caliber of the men 
who compose the 
I.A.S. Staff is in itself 
eloquent testimony as 
to LAS. 
The cooperation of 


training. 


Staff members in vari- 
ous advisory and con- 
sulting capacities pro- 
vides the practical, 
broad viewpoint 
which is so necessary 


in adult education. 


To provide additional information which may be of value to you when asked to recommend a training plan, we shall 


be glad to mail you, upon request, a copy of our 52-page booklet 


“ACCOUNTING—The Way to Business Success.” 


INTERNATIONAL ACCOUNTANTS SOCIETY, Inc. 


A Correspondence School Since 1903 
3411 SOUTH MICHIGAN AVENUE 
CHICAGO, ILLINOIS 

















